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U.S.  Senate, 
Committee  on  Banking,  Housing,  and  Urban  Affairs, 

Washington,  DC. 
The  Committee  met  at  10:14  a.m.  in  room  538,  of  the  Dirksen 
Senate  Office  Building,  Senator  Donald  W.  Riegle,  Jr.  (Chairman 
of  the  Committee)  presiding. 

OPENING  STATEMENT  OF  CHAIRMAN  DONALD  W.  RIEGLE,  JR. 

The  Chairman.  The  Committee  will  come  to  order.  Let  me  wel- 
come all  those  in  attendance  this  morning  and  apologize  for  a  little 
delay  in  our  starting  time. 

I  am  going  to  invite  our  colleague.  Senator  Lieberman,  to  come 
on  up  to  the  table.  I  know  he  wants  to  make  an  introduction  of  one 
of  our  two  nominees  this  morning.  We  are  delighted  to  have  you. 
I  know  Senator  Dodd  will  also  want  to  introduce  one  of  our  nomi- 
nees at  a  later  time,  and  so,  Senator  Lieberman,  we  are  pleased  to 
have  you  here  and  we  would  like  to  hear  from  you  now. 

OPENING  STATEMENT  OF  JOSEPH  I.  LIEBERMAN 
A  U.S.  SENATOR  FROM  THE  STATE  OF  CONNECTICUT 

Senator  Lieberman.  Thank  you,  Mr.  Chairman,  and  Members  of 
the  Committee.  I  appreciate  your  courtesv  to  me.  Senator  Dodd  will 
be  here  in  a  while.  I  am  pleased  to  be  aole  to  come  by  at  this  mo- 
ment to  introduce  and  speak  in  support  of  President  Clinton's  nom- 
ination of  Julie  Belaga,  of  Connecticut,  to  be  a  Director  of  the  Exim 
Bank. 

Mr.  Chairman,  it  amazes  me  how  long  Julie  and  I  have  known 
each  other  since  we  are  both  obviously  so  young  and  vibrant,  but 
it  has  been  a  long  time  since  we  se7*ved  in  the  State  legislature  to- 
gether, since  we  worked  together  when  Julie  was  a  Regional  Ad- 
ministrator for  the  United  States  Environmental  Protection  Agen- 
cy. She  continues  in  public  service  in  Connecticut  today  as  a  mem- 
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ber  of  the  Board  of  Directors  of  the  Connecticut  Development  Au- 
thority and  serving  also  on  the  Connecticut  Environmental  Indus- 
tries Initiative  Advisory  Board. 

Julie  Belaga  is  a  great  person.  She  is  obviously  bright.  She  is 
thoughtful.  She  is  energetic,  involved.  She  has  wanted  to  make  a 
difference  and  she  has,  in  fact,  made  a  difference. 

I  would  say  she  has  two  abilities  that  are  critical  to  this  new  po- 
sition for  which  she  has  been  nominated.  One  is  that  she  has  the 
capacity  to  imagine  a  long-term  vision  here,  to  have  some  goals. 
She  is  tough-minded  enough  to  take  us  to  the  realization  of  that 
vision. 

Combining,  as  she  does,  particularly  her  background  in  environ- 
mental protection  work  with  her  own  interest  in  economic  develop- 
ment, Julie  Belaga  seems  to  me  to  be  the  perfect  nominee  for  this 
position  at  this  time  in  two  ways  which  I  will  mention  very  briefly. 

First,  the  Congress  has  given  the  Exim  Bank  new  responsibilities 
to  assess  the  environmental  impact  of  the  policies  and  projects  that 
the  Exim  Bank  makes  possible.  Here  we  have  the  possibility  of 
bringing  in,  as  a  Director  of  the  Bank,  somebody  whose  life  has 
been  so  involved  in  sensitivity  to  environmental  concerns  and  pro- 
tecting natural  resources. 

Second,  in  a  sense  on  the  affirmative  side.  Congress  is  also  giving 
and  will  continue  to  give  to  the  Exim  Bank  real  responsibilities  to 
develop  this  booming  world  market  for  environmental  technologies 
which  can  be  such  a  great  producer  of  jobs  for  our  country,  and  I 
think  she  will  be  great  in  doing  all  of  that. 

Mr.  Chairman,  I  have  a  full  statement  which  I  ask  to  be  included 
in  the  record.  I  thank  you  for  your  courtesy  and  I  wish  my  friend, 
Julie  Belaga,  the  best  in  this  new  chapter  of  her  distinguished  ca- 
reer. 

The  Chairman.  Very  good.  We  appreciate  your  coming  over  and 
sharing  those  thoughts  with  us.  It  is  certainly  important  support 
that  she  is  receiving  from  you  today  and  from  your  colleague.  Let 
me  allow  you  to  excuse  yourself.  I  know  you  have  other  things  to 
do. 

Is  Representative  Shays  here?  I  am  not  seeing  him  here  at  the 
moment.  He  may  come  as  well,  and  so,  if  and  when  that  occurs, 
we  will  call  on  him  for  similar  comments. 

At  this  point,  Senator  Boxer,  let  me  call  on  you  to  also  make  the 
introductory  comments  that  you  wish  to  make  about  Janet  Yellen 
and  then  I  will  go  ahead  ana  make  a  formal  statement  about  both 
nominees  this  morning.  I  think  I  would  ask  you  to  do  that  now  if 
you  would. 

OPENE^^G  STATEMENT  OF  SENATOR  BARBARA  BOXER 

Senator  Boxer.  Thank  you  very  much,  Mr.  Chairman  and  Mem- 
bers of  the  Committee.  I  am  very  honored  to  be  here  today  to  intro- 
duce Dr.  Janet  Yellen,  the  President's  nominee  for  Governor  of  the 
Federal  Reserve  System. 

Dr.  Yellen  will  bring  an  incredible  wealth  of  experience  and  ex- 
pertise to  the  Federal  Reserve.  Her  academic  and  professional 
background  is  impressive  and  her  list  of  publications  and  honors 
are  extensive.  She  is  currently  the  Bernard  T.  Rocca,  Jr.  Professor 
of  International  Business  and  Trade  at  the  Haas  School  of  Business 


at  the  University  of  California  at  Berkeley.  She  serves  on  the  panel 
of  Economic  Advisers  for  the  Congressional  Budget  Office,  and  as 
the  Senior  Advisor  on  the  Brookings  Panel  of  Economic  Activity.  I 
would  also  add  she  is  a  wife  and  a  mother  of  a  13-year-old  son. 

Dr.  Yellen's  skills  and  leadership  will  be  an  important  addition 
to  the  Federal  Reserve  during  this  critical  time  of  economic  recov- 
ery and  transition.  Last  year,  Mr.  Chairman,  as  you  know,  we  set 
this  Nation  on  a  new  and  bold  course  toward  economic  growth.  We 
face  very  tough  choices.  We  enacted  the  largest  deficit  reduction 
package  in  history  and  we  have  seen  results.  Inflation  is  low.  Over 
3  million  jobs  have  been  created  since  January  1993,  more  than 
were  created  in  the  previous  4  years.  The  nationwide  unemploy- 
ment rate  continues  to  drop  from  7.1  percent  in  January  1993  to 
6  percent  in  June  1994.  This  is  a  strong  start. 

But,  as  my  colleagues  know,  my  State  of  California  is  just  step- 
ping up  to  the  starting  block.  Our  unemployment  rate  still  lags 
more  than  2  percentage  points  higher  than  the  national  average. 
Therefore,  the  policies  of  the  Federal  Reserve  are  particularly  cru- 
cial to  California. 

As  we  work  to  meet  these  challenges,  I  am  proud  to  say  that  Dr. 
Yellen  and  I  have  a  lot  in  common.  We  were  both  born  in  Brooklyn, 
New  York.  We  have  both  chosen  the  Bay  area  as  our  home,  and 
we  both  care  deeply  about  reviving  the  California  economy.  We  are 
also,  I  think,  about  5  feet  tall. 

[Laughter.] 

As  one  of  the  most  respected  economists  of  her  generation.  Dr. 
Janet  Yellen  truly  understands  California's  unique  economic  prob- 
lem. In  her  post  at  UC-Berkeley,  she  has  not  only  focused  her 
writings  and  her  teachings  upon  the  causes,  mechanisms,  and  im- 
plications of  unemployment,  but  has  also  seen,  firsthand,  the  per- 
sonal impact  of  job  loss  felt  by  the  people  of  California.  I  think  we 
need  that  expertise  on  the  Fed. 

Leading  the  international  trade  education  program  at  Berkeley, 
Dr.  Yellen  also  fully  understands  the  golden  opportunities  that  the 
emerging  Pacific  Rim  trade  will  provide  for  the  economic  future  of 
California  and  our  Nation  as  a  whole. 

She  is  a  recognized  scholar  in  international  economics  and  her 
teaching  has  emphasized  what  U.S.  managers  will  need  to  know  in 
order  to  compete  in  the  new  global  economy. 

With  these  skills  and  perspectives,  Mr,  Chairman,  I  believe  Dr. 
Yellen  will  serve  the  Federal  Reserve  and  our  Nation  with  great 
distinction.  I  want  to  congratulate  her  on  her  nomination  and  once 
again  thank  the  Chairman  for  giving  me  this  opportunity  to  intro- 
duce this  truly  impressive  woman. 

The  Chairman.  Thank  you  very  much.  Senator  Boxer.  Those  are 
important  comments  and  observations  and  they  are  very  helpful  to 
us. 

The  Committee  this  morning  is  going  to  hear  from  both  Presi- 
dential nominees,  and  I  want  to  welcome  them:  Janet  Yellen,  who 
has  been  nominated,  of  course,  for  the  14-year  term  as  a  Member 
of  the  Board  of  Governors  of  the  Federal  Reserve  System  and  who 
we  will  hear  from  a  little  later;  Julie  Belaga,  who  has  been  nomi- 
nated to  complete  a  very  short  term  as  a  Member  of  the  Board  of 


Directors  of  the  Export-Import  Bank  and  then  to  a  subsequent  full 
4-year  term. 

I  will  call  on  colleagues  here  for  any  opening  comments  and  then 
we  will  go  to  Ms.  Yellen's  nomination.  Let  me  make  a  few  com- 
ments about  that  at  this  point. 

Federal  Reserve  Board  Members  have  the  principal  responsibility 
within  the  Government  for  economic  stability.  Their  goal  is  to 
maintain  a  healthy  rate  of  growth  in  jobs  while  permitting  only  a 
low  rate  of  growth  in  prices.  It  is  obviously  a  difficult  job  and  it 
is  a  vitally  important  job.  Mistakes,  when  they  occur  in  policy  for- 
mulation and  adjustments,  can  be  extremely  costly. 

In  fact,  the  recession  that  we  have  just  essentially  recovered 
from  cost  us,  over  its  duration,  more  than  $700  billion  in  lost  pro- 
duction over  a  4-year  period  of  time.  We  do  not  tend  to  focus  too 
much  on  what  the  Fed's  role  was  during  that  period  of  time,  but 
if  one  were  to  go  back  and  read  the  record  of  hearings  of  this  Com- 
mittee, there  were  23  policy  adjustments,  none  of  which  seemed  to 
be  very  effective  in  dealing  with  the  problem,  although  eventually 
we  see,  now,  a  recovery,  but  at  great  cost  over  that  period  of  time. 

We  certainly  cannot  expect  the  Fed  to  be  able  to,  by  itself,  help 
us  avoid  recessions  entirely,  but  I  think  it  is  absolutely  fair  to  say 
that  Fed  decisions  can  have  a  powerful  effect  on  how  costly  reces- 
sions are  and  how  frequently  they  occur.  These  are  not  cosmic 
events  and  the  Fed  has  an  enormous  role  to  play  in  terms  of  both 
anticipating  events  and  helping  to  ameliorate  harmful  effects  in  the 
economy  if  they  do  a  good  job.  Sometimes  they  do,  often  they  do 
not. 

The  Federal  Reserve  also  has  other  significant  tasks.  It  is  the 
principal  Federal  regulator  for  a  large  share  of  our  State-chartered 
banks.  It  supervises  and  partly  operates  our  financial  payments 
system,  and  it  has  an  absolutely  key  role  in  helping  to  avoid  any 
systemic  financial  market  failures. 

The  Fed  also  has  a  number  of  noteworthy  issues  to  resolve,  to- 
gether with  the  other  financial  regulators.  This  includes  finding  a 
way  to  significantly  consolidate  our  bank  regulatory  agencies  and 
ensure  that  public  risks  posed  by  the  private  use  of  derivatives  are 
limited  and  contained  and  certainly  under  some  reasonable  degree 
of  supervision  and  control. 

The  Fed  must  also  do  a  better  job  of  enforcing  and  applying  our 
community  reinvestment  and  fair  lending  laws.  There  has  been 
progress  in  that  area,  but  it  has  been  very  slow  in  coming. 

This  nominee's  qualifications  for  the  job  are  excellent.  She  has 
been  a  highly  regarded  economics  professor  at  the  University  of 
California  in  Berkeley  now  for  14  years.  Her  work  has  focused  on 
improving  our  understanding  of  imemployment  and  business  cy- 
cles. She  has  also  examined  German  economic  reunification,  trade 
responses  to  exchange  rate  changes,  income  distribution,  and  a  va- 
riety of  other  important  economic  issues.  She  has  also  taught  at 
Harvard  and  the  London  School  of  Economics. 

We  very  much  look  forward  to  hearing  her  views  on  some  of  the 
pressing  issues  of  the  day. 

Let  me  now  call  on  Senator  Faircloth  for  any  comments  that  he 
might  have. 


OPENING  STATEMENT  OF  SENATOR  LAUGH  FAIRGLOTH 

Senator  Faihcloth.  Thank  you,  Mr.  Chairman. 

I  want  to  welcome  Dr.  Yellen.  Thank  you  for  being  with  us.  I  had 
a  chance  a  couple  of  weeks  ago  to  visit  with  you  in  my  office. 

This  is  an  extremely  crucial  time  in  the  Nation's  monetary  policy. 
Our  dollar  has  been  falling  not  just  against  the  yen,  but  against 
a  whole  basket  of  currencies,  most  of  them  in  fact. 

The  truth  of  it  is  the  Federal  Government  has  taken  on  obliga- 
tions which  it  cannot  possibly  hope  to  meet.  The  long-term  outlook 
for  the  Federal  deficit  and,  consequently,  the  debt,  is  bleak  and  it 
is  a  condition  that  the  world  financial  markets  are  now  recognizing. 

The  pressure  will  be  on  the  Federal  Reserve  for  easy  money  to 
try  to  cure  problems  caused  by  runaway  spending,  out-of-control 
spending,  and  of  course  out-of-control  debt.  Easy  money  will  only 
make  matters  worse  for  working  men  and  women. 

I  hope  you  will  say  loud,  clear,  and  often  that  your  first,  second, 
and  third  priorities  are  no  inflation,  no  inflation,  and  no  inflation. 
It  is  time  for  the  Congress  to  cut  spending  and  bring  about  a  bal- 
anced budget,  and  certainly  it  is  going  to  hurt,  but  we  can  stop  pe- 
nalizing the  people  who  do  work,  save,  and  invest. 

Ending  barriers  to  economic  growth  is  the  job  of  Congress,  but 
your  job  is  going  to  be  protecting  the  value  of  the  working  people's 
dollar.  That  is  the  job  of  the  Federal  Reserve. 

The  Federal  Reserve  cannot  bail  out  the  politicians  in  Congress 
and  in  the  White  House,  past  and  present,  by  trying  to  inflate 
away  the  Federal  debt.  The  country  is  going  to  have  to  face  eco- 
nomic reality.  If  we  do  not,  the  world  capital  markets  are  going  to 
shove  it  down  our  throat  and  they  are  already  beginning  to  do  it. 

I  heard,  I  visited  with,  and  I  recognize  and  have  admired  your 
academic  credentials.  But  I  would  hope  in  another  appointment, 
that  the  Board  of  Governors  would  also  have  proper  representation 
from  those  who  have  worked  in  the  private  sector.  It  is  one  thing 
to  have  written  about  the  economy,  to  have  lectured  on  it,  and  to 
have  studied  it,  but  it  is  another  thing  to  have  gotten  up  every  day 
and  faced  it  in  a  day's  work. 

I  thank  you. 

The  Chairman.  Thank  you.  Senator  Faircloth. 

Senator  Sarbanes. 

OPENING  STATEMENT  OF  SENATOR  PAUL  S.  SARBANES 

Senator  Sarbanes.  Thank  you  very  much,  Mr.  Chairman. 

First,  for  the  sake  of  the  record,  I  want  to  just  comment  on  the 
one  observation  that  Senator  Faircloth  made.  The  dollar,  in  fact,  on 
a  trade-weighted  average  is  where  it  was  a  year  ago.  It  has  fallen 
by  only  2  percent  versus  all  its  trading  partners  since  last  October. 

Now,  the  relationship  of  the  dollar  to  the  yen  is  quite  different 
and  to  some  extent  the  relationship  of  the  dollar  to  the  German 
mark  is  different,  but  the  yen/dollar  situation  has  been  commented 
by  some  observers  as  being  a  Japanese  problem,  not  an  American 
problem  with  respect  to  that  relationship. 

It  is  not  accurate  to  say  that  the  dollar  has,  in  effect,  had  a  com- 
parable or  anywhere  near  similar  fall  against  other  partners.  In 
fact,  the  dollar  has  risen  significantly  in  recent  months  against 


both  the  Canadian  dollar  and  the  Mexican  peso,  who  are,  of  course, 
two  of  our  three  largest  trading  partners. 

I  just  wanted  to  put  that  into  some  context. 

Senator  Faircloth.  May  I  ask,  Senator  Sarbanes,  what  is  the 
dollar  doing  against  the  French  franc,  the  Swiss  franc? 

NAFTA  would  make  the  difference.  We  certainly  passed  NAFTA, 
so  consequently  the  Canadian  dollar  and  the  peso  become  tied  to 
us. 

In  what  major  currencies  has  the  dollar  not  collapsed,  skipping 
Mexico  and  Canada? 

Senator  Sarbanes.  The  only  currency  where  there  is  anything — 
I  would  not  use  the  word  "collapsed"  in  any  event  even  to  describe 
the  dollar/yen  relationship,  but  that  is  the  only  one  where  you  can 
raise  that  kind  of  an  alarm  flag.  As  I  indicated,  there  are  a  lot  of 
commentators  who  see  that  as  essentially  a  problem  of  Japanese 
economic  policy  rather  than  American  economic  policy. 

Senator  Faircloth.  What  kind  of  commentator?  What  is  a  com- 
mentator? Who?  There  are  a  lot  of  commentators. 

Senator  Sarbanes.  Yes,  analysts  who  have  looked  at  that  and 
have  commented  about  it  in  the  public  press. 

You  can  make  the  point.  I  just  want  the  point  to  be  accurate  and 
1  want  it  to  be  in  context.  That  is  a\\.  It  is  not  accurate  to,  in  effect, 
assert  that  there  has  been  a  collapse  of  the  dollar  against  all  cur- 
rencies. It  is  just  not  the  case. 

Senator  Faircloth.  With  the  exception  of  the  peso  and  the  Ca- 
nadian dollar 

Senator  Sarbanes.  Well,  of  course,  those  are  important  excep- 
tions because  they  are  two  of  our  three  largest  trading  partners. 

Senator  Faircloth.  All  right.  It  has  held  up  against  the  peso 
and  the  Canadian  dollar.  All  right. 

Senator  Sarbanes.  Against  the  Asian  currencies,  the  dollar  has 
been  essentially  stable,  leaving  out  the  yen. 

Senator  Faircloth.  What  is  the  predominant  currency  in  Asia? 

Senator  Sarbanes.  Pardon? 

Senator  Faircloth.  What  is  the  predominant,  overpowering  cur- 
rency in  Asia?  What  currency  dominates  Asia? 

Senator  Sarbanes.  The  U.S.  dollar. 

Senator  Faircloth.  How  about  the  yen? 

Senator  Sarbanes.  No.  The  dollar  is  the  standard  worldwide 
and,  in  fact,  so  much  so  that  a  lot  of  purchases  made  by  other  coun- 
tries of  significant  resources  are  made  in  dollar  terms,  interestingly 
enough. 

Senator  Faircloth.  The  dollar  has  been  collapsing  against  most 
major  currencies  in  the  last  2  weeks. 

Senator  Sarbanes.  That  is  just  not  accurate.  That  is  the  point 
I  am  trying  to  make.  It  is  exactly  the  point  I  am  trying  to  make. 

Mr.  Chairman,  having  dealt  with  that  matter,  I  would  like  now 
to  turn 

Senator  Faircloth.  You  have  not  dealt  with  it. 

Senator  Sarbanes.  — to  Janet  Yellen  who  is  before  the  Commit- 
tee this  morning  for  us  to  review  her  nomination  to  be  a  Member 
of  the  Board  of  Governors  of  the  Federal  Reserve  System. 

The  review  of  her  background  makes  it  clear  that  she  brings  very 
high  qualifications  to  this  nomination  to  serve  on  the  Board  of  Gov- 


ernors  of  the  Federal  Reserve  Board.  A  summa  cum  laude  graduate 
of  Brown  University,  she  holds  a  Ph.D.  in  economics  from  Yale 
University.  She  has  been  an  assistant  professor  of  economics  at 
Harvard,  a  lecturer  at  the  London  School  of  Economics,  and  is  cur- 
rently the  Professor  of  International  Business  and  Trade  at  the 
School  of  Business  at  the  University  of  California  at  Berkeley. 

In  addition  to  her  various  academic  positions,  she  has  held  a 
number  of  significant  public  responsibilities  which  actually  are  rel- 
evant to  this  nomination.  She  served,  actually,  as  an  economist  in 
the  Division  of  International  Finance  of  the  Federal  Reserve — so, 
she  has  been  on  the  inside  at  an  earlier  point  in  her  career — a 
Member  of  the  National  Science  Foundation  Advisory  Panel  in  Eco- 
nomics, and  is  a  Member  of  the  Panel  of  Economic  Advisers  of  the 
Congressional  Budget  Office. 

By  all  accounts,  Ms.  Yellen  is  a  professional  economist  of  the 
highest  order.  She  has  published  widely  in  the  fields  of  macro- 
economics and  international  economics.  As  she  says  in  her  opening 
statement,  much  of  her  work  has  focused  on  understanding  the 
causes  of  unemployment  and  how  they  might  be  dealt  with.  She 
will  bring  to  the  Federal  Reserve  important  analytical  talents  com- 
bined, I  think,  with  a  sense  of  the  impact  of  economic  policy  deci- 
sions on  the  lives  of  everyday  people. 

As  has  been  commented  here,  the  Federal  Reserve  plays  a  very 
important  role  in  shaping  the  economic  framework  of  the  Nation, 
making  economic  policy.  It  requires  people  of  the  highest  caliber. 
I  have  expressed  in  the  past  some  concern  that  there  has  been  a 
tendency  to  focus  on  the  caliber  of  the  highest  order  when  we  have 
discussed  the  Chairman  of  the  Federal  Reserve,  but  seemingly  to 
drop  the  standard  when  we  talk  about  the  Members  of  the  Federal 
Reserve.  I  am  happy  to  say  that  I  think  President  Clinton,  both  in 
nominating  Alan  Blinder  and  now  Janet  Yellen,  has  shown  a  sen- 
sitivity to  the  need  to  have  high  standards  on  the  part  of  all  Mem- 
bers of  the  Board  of  Governors.  They,  after  all,  all  have  a  vote.  The 
Chairman  is  their  spokesman  and  their  leader  in  a  sense,  but  they 
all  have  a  vote.  When  they  gather  around  the  table  in  that  sense, 
they  are  equals.  I  think  it  is  very  important,  therefore,  that  anyone 
going  on  the  Board  of  the  Federal  Reserve  bring  the  highest  stand- 
ards and  qualifications  to  the  nomination. 

I  welcome  this  nomination  here  this  morning.  I  look  forward  to 
the  dialog  which  will  ensue.  Thank  you  very  much. 

The  Chairman.  Thank  you. 

Senator  Sasser  is  also  Chairman  of  the  Senate  Budget  Commit- 
tee. 

OPENING  STATEMENT  OF  SENATOR  JIM  SASSER 

Senator  Sasser.  Thank  you  very  much,  Mr.  Chairman. 

I  want  to  welcome  Dr.  Yellen  here  this  morning  and  also  our 
other  nominee,  Julie  Belaga.  I  think  both  of  these  nominees  have 
excellent  credentials  and  their  well-deserved  reputations  precede 
them. 

Dr.  Yellen  is  one  of  the  Nation's  brightest  economic  minds.  I  be- 
lieve her  work  on  macroeconomics  and  labor  markets  and  her  in- 
sights on  international  economics  will  serve  the  Federal  Reserve 
and  the  Nation  well. 
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It  is  also  my  hope  that  Dr.  Yellen  will  bring  some  balance  to  a 
Federal  Reserve  Board  that,  in  my  judgment,  has  ignored  the 
human  implications  by  some  of  its  actions. 

I  am  most  interested  in  Dr.  Yellen's  views  on  inflation  and  mone- 
tary policy.  As  you  are  well  aware.  Dr.  Yellen,  I  have  been  very 
critical  of  the  Federal  Reserve's  repeated  interest  rate  hikes  over 
the  past  6  months.  I  think  the  Fed's  fear  of  inflation  is  vastly  over- 
blown, and  I  see  no  reason  why  working  men  and  women  should 
be  punished  because  we  might  be  on  the  verge  of  some  economic 
growth.  The  penance  that  the  Fed  has  administered  in  the  form  of 
higher  interest  rates  only  serves  to  dampen  a  healthy  economy.  I 
think  those  who  are  seeking  desperately  to  elevate  their  standard 
of  living  after  a  period  of  4  years  of  stagnation  ought  to  be  allowed 
a  little  oxygen  to  breathe  in  this  new  economic  environment. 

We  here  in  the  Congress,  in  spite  of  some  of  the  remarks  you 
might  have  heard  to  the  contrary,  have  been  doing  our  share.  We 
passed  a  budget  bill  last  year  that  was  calculated  to  reduce  the  def- 
icit over  5  years  by  $500  billion.  Thanks  to  a  number  of  other  recal- 
culations and  a  better  economy,  and  the  fact  that  we  used  accurate 
figures,  these  savings  over  the  next  5  years  have  now  accelerated 
from  $500  billion  to  around  $650  billion  in  savings  over  5  years. 
Included  in  the  deficit  reduction  was  over  $255  billion  worth  of 
spending  cuts,  a  $90  billion  cut  in  entitlement  programs,  and  a 
hard  freeze  in  discretionary  spending. 

That  is  something  that  the  Congress  and  the  Administration  did. 
That  was  fiscal  policy.  That  was  targeted  to  reducing  the  deficit, 
to  reducing  the  long-term  debt  of  the  country  so  that  we  could  have 
a  more  liberal  monetary  policy  and  move  in  the  direction,  once 
again,  of  economic  growth. 

I  am  perplexed  that  when  we  have  a  fiscal  drag  on  the  economy 
as  a  result  of  a  tighter  fiscal  policy  being  pursued  by  the  Federal 
Government,  that  the  Fed  feels  that  it  is  incumbent  upon  them  to 
also  impose  a  tighter  monetary  policy. 

I  think  we  have  to  move  away  from  this  hysteria  over  inflation. 
I  might  remind  our  listeners  that  we  had  no  inflation  in  the  1930's, 
but  we  had  a  25  percent  unemployment  rate  at  the  height  of  the 
Great  Depression.  We  do  not  want  to  move  in  the  direction  of  defla- 
tion as  opposed  to  providing  some  modicum  of  economic  growth  in 
this  economy.  I,  for  one,  think  economic  growth  figures  of  2.5  per- 
cent or  3  percent  are  certainly  not  cause  for  concern  over  inflation, 
and  I  think  they  are  really  inadequate  to  grow  the  kind  of  economy 
that  we  need. 

Mr.  Chairman,  I  also  think  that  Julie  Belaga  is  an  inspired 
choice  to  go  on  the  Board  of  Directors  of  the  Export-Import  Bank. 
My  good  friend,  the  Junior  Senator  from  Connecticut,  has  outlined 
in  detail  Ms.  Belaga's  impressive  range  of  public  and  private  sector 
experience,  and  there  is  little  I  can  add  to  that.  In  my  opinion,  she 
is  the  right  candidate  with  the  right  qualifications  to  carry  out  the 
Bank's  new  mission  to  promote  the  export  of  environmentally  bene- 
ficial U.S.  goods  and  services. 

Once  again,  I  want  to  welcome  both  of  our  nominees  to  today's 
hearing.  I  look  forward  to  receiving  their  testimony. 

Senator  Sarbanes.  Mr.  Chairman? 

The  Chairman.  Yes,  Senator  Sarbanes. 


Senator  Sarhanks.  Mr.  Chairman,  I  would  like  to  put  in  the 
record  in  full — and  I  just  want  to  quote  very  briefly  from  them — 
three  articles  with  respect  to  this  exchange  that  I  had  with  Senator 
Faircloth.  One  is  an  article  by  Paul  Krugman  that  appeared  in  the 
New  York  Times  at  the  end  of  June,  and  I  will  just  quote  briefly 
from  it: 

Why  isn't  the  dollar's  slide  to  date  cause  for  concern?  For  one  thing,  the  dollar 
has  not  fallen  all  that  far.  Over  the  past  year  it  has  declined  only  about  10  percent 
against  the  yen  and  less  than  7  percent  against  the  mark. 

For  another,  the  dollar  has  not  been  weak  on  all  fronts.  While  it  has  slumped 
against  Japan  and  Germany,  other  important  trading  partners  like  Canada  and 
Mexico  have  actually  devalued  against  the  dollar. 

All  told,  in  the  last  year  the  dollar  has  fallen  no  more  than  3  percent  on  average 
against  the  currencies  of  America's  trading  partners. 

Compare  these  currency  movements  with  those  between  1985  and  1987.  Then,  the 
dollar  fell  from  258  yen  to  129  yen  and  from  3.3  marks  to  1.6  marks,  and  its  average 
exchange  rate  fell  more  than  30  percent.  The  great  dollar  slump  of  those  years  was 
a  good  10  times  as  big  as  this  one.  Yet,  even  that  spectacular  slide  was  not  enough 
to  derail  the  economic  recovery  then  in  progress. 

Now,  the  Washington  Post,  in  an  editorial  on  July  3,  1994,  head- 
ed "It's  the  Yen  That's  Out  of  Control,"  and  I  quote  them: 

Americans  have  been  wondering  why  their  own  currency  seems  to  be  falling  at 
a  time  when  the  economy  here  is  performing  well.  Now  it  is  beginning  to  be  clear 
that  the  dollar  isn't  falling.  It  is  down  a  little  against  some  currencies,  up  a  little 
against  others,  and  trading  in  normal  ranges  against  all  but  one,  Japan's.  It's  the 
yen  that's  out  of  control. 

Finally,  from  the  Wall  Street  Journal  of  July  22,  1994,  this  morn- 
ing, quoting  Under  Secretary  Summers: 

'The  dollar  has,  in  fact,  been  stable  when  you  look  at  its  relationship  with  the  cur- 
rencies of  all  major  trading  partners.  The  U.S.  dollar  has  been  particularly  strong 
against  the  Canadian  currency.' 

Mr.  Summers,  yesterday,  pointed  out  that  while  currency  fluctuations  can  be  an 
irritation  in  the  global  economy,  they  aren't  as  extreme  as  they  used  to  be.  'Charts 
of  dollar  moves  in  the  mid-1980's  looked  like  the  Himalayas,'  he  said,  'while  move- 
ments in  recent  years  resemble  the  rolling  hills  of  Yorkshire.' 

Of  course,  the  period  he  is  referring  to  of  the  mid-1980's  is  the 
period  that  Krugman  was  referring  to  in  his  article. 

Thank  you  very  much.  I  ask  that  the  full  articles  be  put  in  the 
record. 

The  Chairman.  Without  objection,  it  is  so  ordered. 

Senator  Faircloth. 

Senator  Faircloth.  Senator  Sarbanes. 

Senator  Sarbanes.  Yes. 

Senator  Faircloth.  You  quoted  from  the  Wall  Street  Journal.  I 
assume  you  have  it  there  in  front  of  you. 

Senator  Sarbanes.  No.  I  have  the  article  in  front  of  me.  I  do  not 
have  the  whole  paper  in  front  of  me. 

Senator  Faircloth.  All  right.  If  you  look  at  section  C,  money  in- 
vested this  morning,  you  would  be  interested  in  knowing  that  the 
J. P.  Morgan  index  value  of  the  U.S.  dollar  todav  against  19  cur- 
rencies is  down,  that  it  has  clearly  fallen  all  year  long. 

Senator  Sarbanes.  I  said  there  was  a  3  percent  fall.  That  is 
what  Krugman  said.  "All  told,  in  the  last  year  the  dollar  has  fallen 
no  more  than  3  percent  on  average  against  the  currencies  of  Ameri- 
ca's trading  partners."  So,  there  has  been  a  3  percent  drop. 

Now,  as  I  pointed  out,  in  1985  to  1987,  the  exchange  rate  fell 
more  than  30  percent,  10  times  as  much. 
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Senator  Faircloth.  Are  you  through?  I  would  Hke  to  talk  if  I 
may. 

Senator  SARBA>fES.  Certainly. 

Senator  Faircloth.  It  has  had  a  3  percent  gain,  the  dollar 
against  the  Canadian  dollar.  It  has  had  a  32  percent  gain  against 
the  Chinese  yen,  but  now  against  France,  it  is  down  9.9  percent; 
Germany,  9.7  percent;  the  Italian  lire,  10.2  percent;  the  Japanese 
yen,  13.3  percent;  South  Korea,  .8  percent;  Taiwan,  .5  percent;  the 
United  Kingdom,  5.4  percent.  So,  it  is  losing.  To  argue  otherwise 
is  ludicrous. 

It  has  held  against  the  Canadian  dollar  and  the  Mexican  peso  be- 
cause of  NAFTA.  Mark  out  those  two,  and  it  has  fallen.  I  am 
through. 

Senator  Sarbanes.  Let  me  be  very  clear,  Mr.  Chairman.  I  stated 
and  quoted  that  the  dollar  had  slipped  a  bit  on  average,  3  percent 
over  the  year.  I  am  perfectly  happy  to  put  that  right  up  front. 

What  I  was  addressing  was  the  Senator's  assertion  at  the  outset, 
which  he  continues  to  assert,  that  the  dollar  has  just  collapsed 
against  all  currencies,  and  that  is  just  not  accurate.  There  is  a 
problem  with  respect  to  the  yen,  but  as  the  Washington  Post  points 
out  in  this  editorial,  and  as  other  commentator's  have  also  indi- 
cated, that  really  may  well  be  more  a  problem  with  the  Japanese 
economy  than  it  is  with  our  economy.  I  just  want  to  put  the  thing 
in  context. 

Yes,  I  would  like  to  put  in  a  good  article  by  Robert  Samuelson, 
"The  Yen:  Japan's  Reality  Check."  He  ends  that  article  by  saying, 
"The  problem  is  not  the  dollar,  it's  the  yen,"  after  going  through  a 
careful  analysis  about  the  Japanese  economy  and  Japanese  eco- 
nomic policy. 

The  Chairman.  We  have  had  a  good  discussion.  There  are  obvi- 
ously at  least  two  points  of  view  on  that  issue. 

[Laughter.] 

It  lays  a  good  foundation  of  point  of  view  for  your  comments 
which  will  come  shortly. 

Senator  Sasser.  Thank  you,  Mr.  Chairman.  I  am  looking  forward 
to  hearing  from  Dr.  Yellen  at  some  point  today. 

[Laughter.] 

The  Chairman.  It  will  not  be  long. 

Senator  Boxer,  did  you  have  anything  else  to  say?  You  gave  us 
a  very  fine  introduction  of  this  witness. 

Senator  Boxer.  I  am  looking  forward  to  the  statements. 

The  Chairman.  Before  you  begin  your  statement,  let  me  do  what 
is  routine  in  situations  such  as  this  and  that  is  to  ask  you  to  take 
the  oath.  Would  you  stand  and  raise  your  right  hand  please? 

Do  you  swear  or  affirm  that  the  testimony  you  are  about  to  give 
is  the  truth,  the  whole  truth,  and  nothing  but  the  truth,  so  help 
you  God? 

Dr.  Yellen.  I  do. 

The  Chairman.  Do  you  agree  to  appear  and  testify  before  any 
duly  constituted  Committee  of  the  Senate? 

Dr.  Yellen.  I  do. 

The  Chairman.  Very  good.  Please  introduce  anybody  that  may  be 
with  you  or  any  acknowledgements  of  that  kind  and  then  we  would 
like  your  comments.  After  that  we  will  go  right  to  the  questions. 
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STATEMENT  OF  JANET  LOUISE  YELLEN,  PH.D. 

OF  CALIFORNIA,  TO  BE  A  MEMBER  OF  THE  BOARD 

OF  GOVERNORS  OF  THE  FEDERAL  RESERVE  SYSTEM 

Dr.  Yelijcn.  I  would  like  to  introduce  two  members  of  mv  family, 
my  brother,  John  Yellen,  and  my  sister-in-law,  Alison  Brooks. 

The  Chairman.  Delighted  to  have  you. 

Dr.  Yellen.  Chairman  Riegle,  Members  of  the  Committee,  I  am 
pleased  to  appear  before  you  today  as  President  Clinton's  nominee 
to  serve  on  the  Board  of  Grovernors  of  the  Federal  Reserve  System. 
I  am  deeply  honored  that  the  President  has  nominated  me  to  serve 
as  a  Member  of  the  Board. 

The  decisions  of  the  Federal  Reserve  affect  the  economic  well- 
being  of  all  Americans  through  their  impact  on  output  growth,  job 
creation,  inflation,  interest  rates,  and  the  value  of  the  dollar.  The 
Fed  also  has  important  regulatory  and  supervisory  responsibilities 
for  the  safety  and  soundness  of  tne  banking  system,  for  the  integ- 
rity of  the  payments  mechanism,  the  enforcement  of  the  fair  lend- 
ing laws,  including  the  Community  Reinvestment  Act,  and  for 
other  consumer  issues. 

If  I  am  confirmed,  I  pledge  to  work  with  other  Members  of  the 
Board  to  craft  a  monetary  policy  geared  toward  maximum  employ- 
ment, stable  prices,  and  moderate  long-term  interest  rates,  the 
goals  established  in  the  Federal  Reserve  Act,  and  to  faithfully  exe- 
cute the  regulatory  responsibilities  entrusted  by  Congress  to  the 
Federal  Reserve  Board.  These  are  challenging  and  important  tasks 
and  I  will  devote  my  full  energies  to  carrying  out  these  duties  to 
the  best  of  my  ability. 

Before  commenting  on  some  of  the  issues  confronting  the  Federal 
Reserve,  let  me  briefly  describe  my  background  and  qualifications 
for  the  position  as  Governor.  As  Senators  Boxer  and  Sarbanes 
noted,  I  was  bom  and  raised  in  Brooklyn,  New  York,  but  I  have 
lived  in  California  since  1980  where  I  serve  as  Bernard  T.  Rocca, 
Jr.  Professor  of  International  Business  and  Trade  at  the  Haas 
School  of  Business  at  the  University  of  California  at  Berkeley,  and 
I  teach  macroeconomics  and  international  economics  to  MBA's  and 
to  executives.  My  interest  in  economics  is  longstanding.  I  majored 
in  economics  at  Brown  University,  graduating  in  1967,  and  de- 
ceived my  Ph.D.  in  economics  from  Yale  in  1971.  As  Senators  Boxer 
and  Sarbanes  also  noted,  I  have  held  a  variety  of  academic  posi- 
tions and  have  also  worked  at  the  Board  of  Governors  of  the  Fed- 
eral Reserve. 

I  have  published  original  research  on  a  wide  variety  of  topics  re- 
lating to  international  economics  and  to  macroeconomics.  My  re- 
search has  explored  the  causes  of  cyclical  fluctuations  and  the  po- 
tential for  monetary  policy  to  mitigate  them,  the  wage  setting  poli- 
cies of  firms,  the  measurement  of  labor  market  slack,  and  the  im- 
pact of  macroeconomic  performance  on  job  switching  and  job  satis- 
faction. I  have  also  studied  the  implications  of  globalization  for 
international  investment  and  employment,  the  linkages  between 
exchange  rate  changes  and  the  U.S.  current  account  deficit,  and 
the  consequences  of  G^erman  monetary  union  for  East  German  re- 
construction. 

I  hope  that  this  broad  background  and  experience  have  equipped 
me  with  the  analytical  tools  and  historical  perspective  needed  to 
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analyze  emerging  trends  in  the  domestic  and  world  economies  and 
to  help  in  the  formulation  of  appropriate  monetary  policies. 

Furthermore,  as  a  faculty  member  in  a  professional  school  of 
management,  I  have  been  immersed  in  the  problems  of  business 
and  have  gained  an  appreciation  of  the  economic  conditions  which 
foster  a  willingness  on  the  part  of  firms  to  hire  and  train  workers, 
to  invest  in  plant  and  equipment,  and  to  undertake  new  research 
and  development,  the  investments  which  are  necessary  for  long-run 
economic  growth  and  enhanced  living  standards  of  American  fami- 
lies. 

Price  stability  should  be  a  central  goal  of  monetary  policy.  There 
are  many  reasons  for  according  high  priority  to  this  objective.  With 
high  and  unstable  inflation,  profits  derive  disproportionately  from 
outwitting  the  financial  system  rather  than  from  producing  the 
products  that  consumers  need.  Inflation  creates  uncertainty  and 
distorts  price  signals,  complicating  business  planning.  Under  the 
current  tax  system,  higher  inflation  raises  the  cost  of  capital,  di- 
minishing the  incentives  to  save  and  invest.  Inflation  erodes  the 
wealth  of  small  savers  whose  assets  are  fixed  in  dollar  terms.  And, 
as  interest  rates  rise  to  compensate  for  inflation,  debt  service  bur- 
dens increase  as  a  fraction  of  income,  making  purchases  of  homes 
and  cars  unaflfordable  for  many  families.  Workers  worry  about  how 
to  cope  with  rising  prices  and  meet  their  current  bills,  and  with  un- 
certainty as  to  whether  wages  and  salaries  will  keep  up  with 
needs,  times  of  inflation  often  become  times  of  labor  strife. 

Many  factors,  including  fiscal  policy,  oil  prices,  exchange  rates, 
wars,  and  productivity  shifts,  affect  the  behavior  of  prices  in  the 
short  run,  but  in  the  long  run,  inflation  on  a  sustained  basis  cannot 
occur  unless  monetary  policy  accommodates  it.  The  Federal  Re- 
serve controls  the  Nation's  money  supply,  and  thus  the  FOMC  ef- 
fectively determines  the  level  of  inflation  over  the  longer  run.  The 
Fed's  responsibility  is  to  choose  policies  that  are  designed  to  main- 
tain a  noninflationary  environment. 

The  second  objective  of  the  Federal  Reserve  should  be  to  keep  the 
economy  growing  as  close  as  possible  to  the  natural  rate  of  unem- 
ployment, the  maximum  feasible  employment  level  consistent  with 
stable  inflation.  The  natural  rate  of  unemployment  is  the  lowest 
rate  of  unemployment  that  the  Fed  can  target  without  risking  ac- 
celerating inflation.  My  goal,  as  a  Governor  of  the  Federal  Reserve 
Board,  would  be  to  confine  unemployment  to  this  level. 

My  personal  agenda  as  an  economist  has  been  to  understand  the 
causes  of  unemployment  and  discover  ways  to  alleviate  its  pain.  In 
times  of  high  unemployment,  workers  who  lose  their  jobs  face  the 
terror  of  being  unable  to  support  themselves  and  their  families. 
The  toll  of  high  unemployment,  like  that  of  a  regressive  tax,  falls 
most  heavily  on  groups  in  the  work  force  that  are  least  able  to  bear 
the  burden. 

Young  workers  deprived  of  gainful  employment  may  have  careers 
which  are  permanently  stunted  because  they  cannot  develop  the 
skills  which  are  critical  to  their  long-term  job  prospects. 

In  addition,  in  times  of  high  unemployment,  even  those  who  have 
work  often  become  stuck  in  jobs  and  places  where  they  are  im- 
happy  with  limited  possibilities  to  move. 


13 

A  slack  economy  lowers  corporate  profits,  diminishing  the  ability 
of  firms  to  invest  and  fiind  R&D,  and  it  creates  unused  capacity, 
diminishing  their  incentives  to  add  to  capacity. 

Through  this  channel,  high  unemployment  harms  long-term  liv- 
ing standards.  A  rough  rule  of  thumb  is  that  each  percentage  point 
of  unemployment,  in  excess  of  the  natural  rate,  costs  the  economy 
about  2  percent  of  GDP,  roughly  $130  billion  in  today's  economy. 
Thus,  the  costs  of  unemployment  are  great  and,  as  a  Governor  of 
the  Federal  Reserve,  I  will  do  my  utmost  to  maintain  the  maxi- 
mum feasible  level  of  employment  consistent  with  the  achievement 
of  price  stability. 

In  the  short  run,  the  Federal  Reserve  faces  a  tradeoff  between 
the  goals  of  low  inflation  and  high  employment.  But  a  monetary 
policy  which  pushes  the  economy  beyond  its  potential  for  the  sake 
of  current  job  gains  is  shortsighted  and  ultimately  unfair  to  Amer- 
ican workers.  Such  gains  are  transitory,  a  loan  which  must  be  re- 
paid in  the  form  of  job  losses  at  a  later  date.  The  pursuit  of  job 
gains  in  the  short  run,  in  excess  of  what  the  economy  can  sustain, 
engenders  inflation,  and  later  job  losses  constitute  the  cost  of  bring- 
ing inflation  down.  The  recession  of  1982-1983  illustrates  the  enor- 
mous price  that  workers  and  businesses  paid  to  bring  inflation 
under  control  after  it  built  up  in  the  1970's.  Having  incurred  such 
a  high  price  to  lower  inflation  then,  it  would  be  foolhardy  to  squan- 
der the  fruits  of  this  effort. 

If  I  am  confirmed,  I  will  join  the  Federal  Reserve  at  a  time  when 
the  macroeconomic  fundamentals  are  sound.  Inflation  is  the  lowest 
it  has  been  in  almost  20  years,  except  for  a  brief  period  in  1986 
when  oil  prices  were  tumbling,  and  with  strong  GDP  growth,  the 
unemployment  rate  has  declined  substantially.  I  believe  that  the 
Federal  Reserve's  major  goal  at  this  juncture  should  be  to  create 
monetary  conditions  conducive  to  stable  real  growth  at  a  pace 
matching  the  economy's  growth  in  potential  output. 

This  is  a  challenging  task.  The  impact  of  Federal  Reserve  policies 
on  the  economy  occurs  with  a  substantial  lag,  and  random  shocks 
and  uncertainties  concerning  the  strength  of  kev  economic  linkages 
make  forecasting  difficult.  I  agree  with  the  Fed  s  decision  to  reduce 
monetary  stimulus,  before  the  emergence  of  obvious  inflationary 
pressure,  in  order  to  avoid  overshooting  the  natural  rate.  On  the 
other  hand,  the  appropriate  amount  of  tightening  involves  some 
guesswork  and  it  is  difficult  to  know  whether  the  actions  that  have 
been  taken  thus  far  will  prove  sufficient  to  prevent  overheating,  in- 
sufficient to  the  task  at  hand,  or  possibly  excessive. 

The  role  of  a  Fed  Governor  now,  as  always,  is  to  monitor  every 
available  economic  indicator  in  order  to  continually  update  fore- 
casts of  economic  performance  and  to  make  needed  policy  readjust- 
ments, constantly  balancing  the  risk,  on  the  one  hand,  of  choosing 
a  monetary  policy  which  is  too  expansionary,  threatening  overheat- 
ing of  the  economy,  and  on  the  other,  of  a  policy  which  is  too  tight, 
threatening  jobs  and  income  growth.  This  is  a  difficult  task,  and  no 
simple  formula  or  single  performance  indicator,  including  the  price 
of  currency,  gold,  bonds,  stocks,  fluctuations  in  inventories,  durable 
goods  orders,  monetary  aggregates,  or  whatever,  should  receive 
undue  attention.  Instead,  the  job  of  a  Fed  Governor  is  to  make  rea- 
soned judgments  about  likely  future  trends  in  light  of  all  available 
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economic  data.  In  this  task,  I  hope  to  make  a  constructive  contribu- 
tion to  the  work  of  the  Board. 

I  am  a  strong  behever  in  the  independence  of  the  Federal  Re- 
serve. A  policy  regimen  geared  toward  long-term  economic  health 
must  avoid  the  temptation  to  conduct  policies  which  overheat  the 
economy  for  short-term  gains.  Occasionally,  a  dose  of  bitter  medi- 
cine must  be  administered  for  health  to  be  restored.  Congress  wise- 
ly devised  a  system  which  enables  the  Federal  Reserve  to  take  the 
long  view.  I  believe  that  this  system  best  serves  the  interests  of  the 
American  people  and  ultimately  enhances  economic  performance.  I 
also  appreciate  the  necessity  for  accountability  on  the  part  of  the 
Fed  to  Congress  and  ultimately  to  the  American  people.  If  I  am 
confirmed,  I  pledge  my  full  cooperation  in  this  process. 

In  conclusion,  I  would  like  to  thank  you,  thank  the  Committee 
for  the  speed  with  which  this  hearing  has  been  scheduled — I  know 
how  busy  your  agenda  is — and  note  that  in  my  opening  remarks  I 
focused  on  just  one  of  the  responsibilities  of  the  Federal  Reserve, 
the  conduct  of  monetary  policy.  I  am  well  aware  of  the  many  other 
duties  of  the  Federal  Reserve,  with  respect  to  supervision  and  regu- 
lation of  the  banking  system,  and  am  learning  more  about  chal- 
lenging policy  issues  confronting  Congress  and  the  Federal  Reserve 
in  such  areas  as  product  line  deregulation,  enforcement  of  fair 
lending  laws,  reduction  of  regulatory  burden,  and  possible  meas- 
ures to  reduce  any  risks  posed  by  derivative  instruments  to  the 
safety  and  soundness  of  the  financial  system. 

I  will  be  happy  to  answer  any  questions  that  you  may  have. 

The  Chairman.  Very  good.  Let  me  just,  at  this  point,  interrupt 
the  proceeding.  Senator  Dodd  is  here.  I  know  he  has  an  introduc- 
tory comment  that  he  wants  to  make  with  respect  to  Ms.  Belaga. 
I  know  Congressman  Shays  is  here  as  well  and  wants  to  also  make 
an  introductory  comment.  Senator  D'Amato  wants  to  put  his  open- 
ing statement  in  the  record  at  this  point,  and  I  am  going  to  recog- 
nize him  for  that  purpose.  Then,  I  am  going  to  call  on  Senator 
Dodd  and  invite  Mr.  Shays  to  come  up,  as  well,  and  we  will  deal 
with  those  introductions. 

Senator  Dodd.  I  didn't  follow  you,  but  I  will  be  glad  to  do  that. 

[Laughter.] 

The  Chairman.  All  right,  very  good.  Stay  with  me. 

Senator  DoDD.  I  will  just  stay  tuned  here. 

The  Chairman.  Senator  D'Amato. 

OPENING  COMMENTS  OF  SENATOR  ALFONSE  M.  D'AMATO 

Senator  D'Amato.  Mr.  Chairman,  thank  you  so  very  much. 

Mr.  Chairman,  in  the  interest  of  time,  I  am  just  going  to  ask  that 
my  statement  be  inserted  in  the  record  as  if  read  in  its  entirety 
and  wish  both  nominees  good  luck  in  their  important  jobs.  I  feel 
confident  that  you  bring  the  kind  of  judgment  and  experience  that 
will  be  important  in  these  important  positions,  and  I  look  forward 
to  supporting  you  and  working  with  you  in  the  years  to  come. 

The  Chairman.  Very  good.  Without  objection,  the  statement  will 
be  included  as  part  of  the  record. 

Senator  Dodd,  do  you  want  to  go  ahead,  then,  with  your  intro- 
duction. We  will  just  suspend  for  the  moment,  Ms.  Yellen — I  know 
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you  will  understand — so  we  can  do  this  and  accommodate  Con- 
gressman Shays  as  well. 

Senator  Dodd.  If  it  is  appropriate,  Mr.  Chairman,  I  am  ^oing 
down  to  join  Congressman  Shays  and  appear  before  the  Committee. 

The  Chairman.  Please  do. 

OPENING  STATEMENT  OF  SENATOR  CHRISTOPHER  J.  DODD 

Senator  Dodd.  Mr.  Chairman,  first,  I  appreciate  your  courtesy  in 
allowing  us  to  break  up  the  schedule  here  just  a  bit,  but  this  is  a 
moment  of  great  pride  in  the  Nutmeg  State,  if  I  may  say  so,  to  be 
joined  hereby  my  colleague  and  friend,  Chris  Shays,  the  Congress- 
man from  the  Fourth  Congressional  District  in  Connecticut  and  our 
nominee's  Congressperson. 

I  have  had  the  pleasure,  honor,  and  distinction  of  knowing  Julie 
Belaga  for  many,  many  years.  I  am  going  to  ask  unanimous  con- 
sent that  a  prepared  statement  be  included  in  the  record  regarding 
her  nomination. 

As  you  know,  Mr.  Chairman,  Ms.  Belaga  is  before  the  Committee 
today  as  the  President's  nominee  to  be  a  Member  of  the  Board  of 
Directors  of  the  Export-Import  Bank,  and  I  want  to  commend  the 
President  for  this  selection.  I  am  confident  that  the  Committee  will 
look  favorably  upon  this  nomination  and  move  it  as  expeditiously 
as  possible. 

We  all  know — and  I  do  not  need  to  belabor  it  in  front  of  this 
Committee — the  crucial  importance  of  exports  to  our  economy  in 
both  the  near-  and  the  long-term,  and  how  tremendously  important 
they  are  to  all  of  our  States.  I  know  my  own  State  of  Connecticut 
has  benefited  tremendously  to  the  tune  of  almost  $80  million  as  a 
result  of  Export-Import  Bank  activities. 

Julie  Belaga,  Mr.  Chairman,  has  had  a  long  and  very  distin- 
guished career  in  public  service  in  our  State  and  in  the  country. 
She  was  a  State  Representative  in  Connecticut  for  10  years.  She 
served  as  a  lecturer  on  public  policy  at  Harvard  University,  and 
worked  with  our  media  in  the  State  as  a  commentator.  She  was  the 
Regional  Director  of  the  Environmental  Protection  Agency,  and  a 
candidate  for  Governor.  I  am  pleased  to  say,  an  unsuccessful  can- 
didate for  Governor 

[Laughter.] 

— as  a  Republican  candidate  for  Governor.  I  am  teasing  when  I 
say  that,  but  Bill  O'Neill  won  that  election.  You  would  probably  ex- 
pect me  to  say  nothing  less. 

In  our  State,  Mr.  Chairman,  by  and  large  we  have  our  dif- 
ferences politically  and  substantively  and  we  debate  them  out,  but 
we  are  a  small  State.  We  are  a  little  more  than  3  million  people. 
We  all  know  each  other  pretty  well.  It  is  an  area  100  miles  by  60 
miles.  It  is  not  even  the  size  of  Los  Angeles  County  by  population 
or  geography.  So,  we  get  to  know  each  other  very,  very  well,  and 
we  may  have  our  differences  from  time  to  time. 

I  will  tell  you,  here  today,  that  Julie  Belaga  is  one  fine  person 
and  a  tremendous  public  citizen  who  always  keeps  the  best  inter- 
ests of  her  constituencies  paramount.  She  has  been  chosen  one  of 
the  top  legislators  in  the  State,  over  the  years,  by  both  Democrats 
and  Republicans,  including  Outstanding  Freshman  Legislator  of 
1977 — an  award  voted  on  by  other  legislators  in  Connecticut. 
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I  am  just  pleased  that  President  Clinton,  in  looking  for  diversity, 
has  chosen  someone  like  Julie  Belaga  to  be  one  of  the  Directors  of 
the  Export-Import  Bank.  I  think  it  strengthens  all  of  us. 

During  her  tenure  as  the  Regional  Director  of  EPA — and  again, 
we  all  know  what  that  can  be  like  in  trying  to  work  with  people 
and  the  politics  of  it — she  always  made  sure  the  Democrats  were 
included  at  any  kind  of  information  session  or  ceremony.  I  know  I 
got  as  early  a  word  as  anyone  else,  regardless  of  party  or  political 
persuasion.  Chris  did  not  like  to  hear  that  or  see  that,  but  that  is 
just  the  kind  of  individual  she  is. 

I  have  been  a  promoter  of  this  idea  that  she  come  to  Washington, 
particularly  to  work  in  the  area  of  environmental  areas  of  the  Ex- 
port-Import Bank.  We  are  trying  to  promote  those  technologies.  We 
all  know  the  difficulties  in  the  new  emerging  republics,  and  the  tre- 
mendous environmental  problems  in  promoting  the  export  of  U.S. 
technology  in  these  areas.  Given  her  background,  I  think  she  will 
be  extremely  helpful. 

You  have  the  resume  in  front  of  you.  You  see  her  credentials.  I 
am  here  to  join  my  colleague  in  the  House  in  telling  you  that  we 
think  this  is  a  terrific  nomination.  We  are  deeply  pleased  that 
President  Clinton  has  put  it  forward.  It  says  a  lot  about  him  that 
he  has  nominated  her  and  it  says  an  awful  lot  about  our  nominee 
that  she  has  accepted  and  is  excited  about  this  opportunity.  I  am 
sure  when  you  get  to  hear  from  her,  you  will  sense  that  enthu- 
siasm that  all  of  us  have  known  for  so  many  years  in  the  State  of 
Connecticut. 

The  Chairman.  I  might  just  say,  Ms.  Belaga,  that  I  spent  my 
first  6  years  in  the  House  as  a  Republican.  Then  I  changed  parties. 
So,  I  can  identify  with  what  it  sounds  like  your  brand  of  Repub- 
licanism is. 

Mr.  Shays.  Don't  get  carried  away.  Senator. 

[Laughter.] 

The  Chairman.  Congressman  Shays,  we  are  pleased  to  have  you 
and  we  would  like  your  comments  now. 

STATEMENT  OF  CHRISTOPHER  SHAYS 
A  U.S.  REPRESENTATIVE  FROM  THE  STATE  OF  CONNECTICUT 

Mr.  Shays.  Thank  you.  In  one  minute,  first,  thank  you  for  letting 
us  interrupt  your  hearing  and  thank  you,  Senator,  for  the  oppor- 
tunity to  testify. 

I  just  want  to  congratulate  President  Clinton  for  this  appoint- 
ment and  to  thank,  in  particular.  Senator  Dodd,  for  his  interest  in 
this  candidate  because  he  has  found  the  very  best  and  to  just  tell 
you  about  the  quality  of  this  individual  since  you  have  her  back- 
ground and  experience.  She  is  highly  intelligent.  She  has  impec- 
cable integrity.  She  is  creative.  She  is  dedicated.  She  is  very  hard- 
working. I  just  have  awesome  respect  for  this  individual.  She  will 
play  it  by  the  rules.  She  is  not  partisan.  She  just  wants  this  coun- 
try to  move  forward.  I  just  think  she  is  the  best  example  of  an 
American  citizen  you  can  have  and  I  am  just  pleased  that  this  ap- 
pointment has  been  made. 

The  Chairman.  Very  good.  Thank  you  for  coming  over  and  mak- 
ing your  comments.  I  am  delighted  to  have  both  those  statements. 
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Ms.  Yellen,  do  you  want  to  come  back  up?  You  had  finished  your 
statement  and  I  am  going  to  have  a  number  of  questions  for  the 
record.  I  am  mindful  of  the  time  today,  because  we  have  a  banking 
conference  Committee  meeting  that  will  take  place  early  in  the 
afternoon,  and  a  number  of  important  matters  to  be  settled  there. 

Let  me  ask  you  a  question,  initially,  on  the  general  area  of  regu- 
latory consolidation  in  terms  of  bank  regulation.  Last  November, 
Secretary  of  the  Treasury  Bentsen  proposed  a  bank  regulatory  re- 
structuring plan  that  would  streamline  the  regulatory  function  of 
the  four  Federal  bank  regulators. 

Then,  in  March,  this  Committee  held  hearings  on  the  Treasury's 
proposal  and  we  heard  from  the  heads  of  the  Federal  Reserve, 
Comptroller  of  the  Currency,  the  Office  of  Thrift  Supervision,  and 
the  FDIC,  and  they  all  described  the  need  for  a  more  consolidated 
and  efficient  Federal  bank  regulatory  structure.  I  strongly  support 
that  concept  and  have  advanced  that  legislatively. 

I  would  like  your  opinion.  Do  you  think  that  consolidation  of  the 
Federal  regulatory  apparatus  is  desirable  and  necessary? 

Dr.  Yellen.  Yes,  I  do.  I  think  that  there  are  definitely  effi- 
ciencies to  be  gained  in  the  process  of  bank  supervision  and  regula- 
tion. The  system,  as  it  stands,  strikes  me  as  Byzantine.  It  is  un- 
duly complex,  and  I  think  that  duplicative  Federal  bank  examina- 
tions and  overlapping  regulation  across  the  agencies  ought  to  be 
eliminated  because  it  is  costly  both  to  the  Government  and  to 
banks.  I  would  certainly  like  to  see  a  proposal  work  its  way 
through  Congress  to  consolidate  the  system.  I  think  it  would  result 
in  a  fairer  system  with  lower  regulatory  burden. 

The  Chairman.  Then  we  can  count  on  you,  if  confirmed  as  a 
Member  of  the  Federal  Reserve  Board,  to  work  with  us  here  in  the 
Congress  and  with  the  Administration  on  a  restructuring  plan  that 
would  increase  efficiency  and  reduce  the  cost  of  the  current  bank 
regulatory  system  and  some  of  the  inherent  conflict  there. 

Dr.  Yellen.  Yes,  Senator  Riegle,  you  can  certainly  count  on  my 
cooperation  to  work  toward  that  goal.  I  strongly  endorse  it. 

The  Chairman.  Thank  you. 

Yesterday,  when  Mr.  Summers  was  here — reference  has  been 
made  to  the  news  stories,  today,  about  his  appearance  when  he  was 
talking  about  the  semiannual  exchange  rate  report.  Japan  is  going 
to  have  a  global  trade  surplus  this  year  of  about  $130  billion.  Near- 
ly half  of  that  is  with  the  United  States.  That  is  $60  billion,  a  $5 
billion  a  month  drain,  if  you  will,  on  our  economy.  I  am  just  won- 
dering what,  in  your  view,  are  the  consequences  of  that  if  that  con- 
tinues year  after  year  after  year  as  it  has  now  for  well  over  a  dec- 
ade? 

Dr.  Yellen.  From  the  United  States'  side,  we  run  an  overall  cur- 
rent account  deficit,  of  which  part  is  with  Japan,  but  part  is  with 
the  rest  of  the  world.  From  my  standpoint,  that  is  a  problem.  It  is 
a  reflection  of  the  fact  that  the  United  States  is  a  country  that  is 
not  saving  enough.  A  country  runs  a  current  account  deficit  when 
it  spends  in  excess  of  its  income.  By  spending,  I  mean  purchases 
by  households,  firms,  and  the  Grovernment.  When  total  spending  is 
in  excess  of  what  a  country  produces,  it  ends  up  with  a  current  ac- 
count deficit. 
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A  current  account  deficit  is  a  problem  if  it  reflects  the  fact  that 
we  are  not  providing  well  enough  for  the  future.  I  think  a  signifi- 
cant part  of  that  deficit  in  the  past  has  been  reflective  of  Federal 
Government  budget  deficits. 

A  current  account  deficit  is  not  invariably  a  problem,  however. 
If  a  country,  like  a  firm,  were  spending  in  excess  of  its  income  in 
order  to  invest,  then  in  the  future  it  would  generate  a  reward  from 
that  investment  that  would  help  it  pay  its  bills  later  on;  but  to  the 
extent  that  the  United  States  is  not  investing  and  that  the  current 
account  deficit  does  not  reflect  extraordinarily  high  investment,  it 
is  a  problem  and  generally  reflective  of  our  low  savings  rate.  Of 
course,  from  Japan's  side,  the  opposite  is  true.  Japan  is  a  country 
that  saves  a  great  deal. 

The  Chairman.  We  will  pursue  that  another  time. 

I  want  to  ask  you  about  derivatives.  There  are  many  people — and 
I  am  among  them — who  have  a  concern  about  the  rapidly  growing 
involvement  of  banks  in  derivative  activities.  Yesterday,  the  Comp- 
troller of  the  Currency  issued  an  advisory  letter  to  banks  concern- 
ing "structured  notes,"  debt  instruments  with  embedded  options  or 
forwards.  Now,  some  people  tend  to  dismiss  the  risks  of  derivative 
activities  and  say  that  banks  have  the  situation  in  hand  and  we 
ought  not  to  worry  about  it. 

Are  you  confident  that  the  regulators  have  the  capability  to  ade- 
quately measure  and  constrain  banks  from  taking  on  excessive  lev- 
els of  risk  through  derivative  activities? 

Dr.  Yellen.  I  would  not  want  to  say  that  I  am  fully  confident. 
I  believe  that  the  regulators  are  working  together  effectively  to  ad- 
dress this  issue.  I  believe  it  is  an  important  issue  because  there  is 
some  small  probability  of  events  that  can  have  systemic  repercus- 
sions, and  it  is  an  area  where  regulators  should  not  be  complacent. 

On  the  other  hand,  I  do  see  that  the  regulators  on  this  question 
are  trying  to  get  ahead  of  the  curve  in  a  number  of  different  ways. 
I  know  that  they  have  done  a  great  deal  to  insure  that  banks  have 
in  place  solid  risk  management  systems.  I  think  one  of  the  causes 
of  the  growth  of  this  market  is  the  fact  that  banks  and  other 
agents  have  become  very  much  more  sophisticated  themselves  in 
their  ability  to  deal  with  risk  management. 

Bank  regulators,  of  course,  have  a  very  great  responsibility  to  en- 
sure that  the  safety  and  soundness  of  the  banking  system  and  the 
insurance  funds  are  protected.  I  think  adequate  capital  require- 
ments are  key  here,  so  that  if  there  is  gambling  that  is  occurring, 
those  who  are  gambling  are  doing  so  with  their  own  money  and 
risk  losses  that  will  not  overwhelm  the  capital  that  they  have.  Im- 
proving the  measurement  of  risk  to  take  account  of  market  risk, 
and  not  just  credit  risk,  is  something  that  is  also  important  and  I 
know  the  regulators  are  working  on  that. 

So,  I  do  not  think  we  should  be  complacent  in  this  area,  but  I 
do  see  a  lot  that  is  positive  going  on. 

The  Chairman.  Let  me  just  give  you  a  cautionary  thought  here. 
There  is  a  lot  going  on.  I  think  that  there  is  alertness  now  that  was 
not  necessarily  present  sometime  back.  I  want  to  make  sure  we  are 
on  top  of  this  problem.  I  am  not  confident  that  we  are  today.  I  have 
not  found  a  single  regulator  yet  that  is  able  to  demonstrate  to  me 
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a  sufficient  personal  knowledge  of  how  the  whole  derivatives  sys- 
tem is  working  and  they  are  frank  to  say  that  in  private  discussion. 

I  do  not  want  an  ounce  of  complacency  on  this  issue.  I  want  to 
make  sure  you  get  into  it,  if  confirmed,  that  you  understand  it,  that 
you  can  come  back  and  tell  me  you  understand  it,  and  no  if  s,  and's, 
or  but's.  I  do  not  want  a  problem  out  there  that  comes  circling 
around  some  day  and  then  everybody  says,  well,  we  thought  we  un- 
derstood that,  we  thought  we  were  on  top  of  that.  That  is  not  a  tol- 
erable situation.  I  have  enough  concern  about  it  that  I  want  to  em- 
phasize to  you,  as  directly  as  I  can,  that  I  am  attaching  a  personal 
responsibility  to  you  to  take  this  mental  capability  and  expertise 
that  you  have  and  get  on  top  of  this  problem. 

Dr.  Yellen.  I  am  happy  to  promise  you  that  I  will  involve  myself 
in  this  problem.  I  agree  with  you  that  it  is  something  that  there 
should  not  be  a  feeling  of  complacency  about.  It  is  a  complex  issue 
and  there  are  risks.  They  are  low  probability  events,  but  ones  that 
are  very  serious  should  they  occur,  and  I  think  the  bank  regulators 
have  to  be  on  top  of  this. 

The  Chairman.  Let  me  make  one  other  point  about  this,  and 
that  is  that  I  am  concerned — and  I  have  seen  this  happen  in  other 
situations  where  we  tend  to  look  at  a  piece  of  a  problem.  You  may 
look  at  the  derivatives  issue  through  the  eyes  and  the  focus  of  the 
banking  system  and  not  sufficiently  understand  the  cross-relation- 
ships where  activity  may  be  out  there  related  to  the  nonbanking 
system.  I  do  not  want  a  chain  reaction  problem  developing  that 
comes  crashing  through  into  the  banking  system  and  hits  the  de- 
posit insurance  system  again. 

The  fact  that  there  is  a  capital  cushion  out  there  is  all  well  and 
good.  I  do  not  want  to  see  us  burn  through  that,  and  I  have  seen 
a  lot  of  very  sophisticated  players  take  big  hits  recently.  I  am  not 
confident,  as  I  sit  here,  that  one  class  of  players,  whether  it  is  the 
GE's  of  the  world  or  others,  are  necessarily  any  less  sophisticated 
than  are  some  of  the  banking  institutions  that  are  also  involved  in 
this  activity. 

I  do  not  want  to  leave  this  to  the  theorists  and  guesswork  and 
so  forth.  I  want  a  competence  applied  to  this  so  that,  at  the  end 
of  the  day,  we  have  some  rather  certain  knowledge  that  we  under- 
stand the  magnitude  of  all  the  cross-connections  on  a  global  basis 
as  well,  because  this  is  a  global  issue.  I  do  not  want  to  nave  us  get 
hit  in  the  back  of  the  head  by  this  problem,  and  I  think  it  has  that 
potential. 

Dr.  Yellen.  I  agree  with  you  that  it  has  that  potential  and  I 
pledge  to  do  my  best  on  this  subject. 

The  Chairman.  Very  good. 

Let  me  yield  now  to  Senator  Sasser. 

Senator  Sasser.  Thank  you,  Mr.  Chairman. 

I  am  going  to  ask  you  some  questions.  Dr.  Yellen,  some  of  which 
you  might  be  able  to  answer  rather  briefly. 

Dr.  Yellen.  I  will  try. 

Senator  Sasser.  Do  you  believe  that  monetary  policies  should 
focus  exclusively  on  fighting  inflation  at  the  expense  of  everything 
else,  or  should  the  Federal  Reserve  also  be  concerned  about  reces- 
sions and  unemployment? 
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Dr.  Yellen.  Senator  Sasser,  as  I  emphasized  in  my  opening 
statement,  the  Federal  Reserve's  job  is  to  do  what  it  is  instructed 
to  do  in  the  Federal  Reserve  Act,  as  amended,  and  that  is  to  focus 
on  inflation,  namely  price  stability,  maximum  employment,  and 
moderate,  long-term  interest  rates.  It  does  not  say  to  focus  on  price 
stability  exclusively,  and  I  care  about  all  of  those  goals. 

Senator  Sasser.  Dr.  Greenspan,  the  Chairman  of  the  Federal  Re- 
serve Board,  has  testified  repeatedly  before  the  Congress  that  anti- 
inflation  policies  promote  long-run  productivity  growth.  Are  you  fa- 
miliar with  the  academic  literature  on  this  question  and,  if  you  are, 
will  you  give  us  your  views  on  this  matter? 

Dr.  Yellen.  I  am  familiar  with  some  of  the  academic  literature 
on  this  question,  and  I  would  say  that  the  jury  remains  out  on 
whether  or  not  there  exists  a  relationship  between  higher  inflation 
and  slower  productivity  growth  at  moderate  rates  of  inflation. 

I  am  not  talking  here  about  the  kinds  of  problems  that  occur  in 
hyper-inflationary  situations  where  it  is  clear  that  money  has  lost 
its  value  as  a  medium  of  exchange  with  serious  consequences  for 
the  functioning  of  the  system.  But,  if  we  are  talking  about  inflation 
rates  that  have  not  reached  the  double  digits,  I  would  say  there  are 
tantalizing  correlations  there,  but  correlation  is  not  causation. 

Countries  rarely  run  high  inflation  rates  purely  as  an  experiment 
that  central  banks  have  decided  it  would  be  interesting  to  engineer 
so  that  they  can  see  what  the  consequences  would  be.  Almost  al- 
ways there  is  something  more  fundamental  that  is  driving  the  in- 
flationary process — whether  it  is  Grovernment  budget  deficits  that 
a  central  bank  is  under  pressure  to  finance  or  other  problems  in 
the  economy.  All  of  those  factors — oil  shocks,  wars,  other  prob- 
lems— can  be  driving  that  correlation.  So,  I  would  say  the  jury  is 
certainly  out. 

But  it  is  an  important  question  because  if  there  is  a  link  between 
higher  inflation  and  slower  productivity  growth,  that  is  certainly 
an  important  consequence  of  inflation  that  we  ought  to  know  about. 

Senator  Sasser.  Strong  productivity  growth  can  keep  inflation 
down,  of  course 

Dr.  Yellen.  Yes.  The  causation  can  also  run  in  that  direction. 

Senator  Sasser.  — by  allowing  firms  to  increase  their  profits 
without  boosting  prices. 

Dr.  Yellen.  Yes.  The  correlation  could  be  a  matter  of  reverse 
causation  from  high  productivity  to  low  inflation. 

Senator  Sasser.  Isn't  that  exactly  what  is  going  on  in  many  sec- 
tors of  our  economy  now? 

Dr.  Yellen.  I  think  that  may,  to  some  extent,  be  going  on,  that 
good  productivity  growth  is  helping  on  the  inflation  front. 

Senator  Sasser.  A  while  ago,  you  were  talking  about  the  1970's 
and  the  inflation  that  built  during  the  1970's  and  culminated  in  the 
excessively  high  interest  rates  of  the  late  1970's  and  early  1980's 
that  finally  plunged  us  into  the  deepest  recession  since  the  Great 
Depression  of  the  1930's.  In  your  judgment,  what  were  the  primary 
factors  that  contributed  to  the  inflation  of  the  1970's? 

Dr.  Yellen.  I  think  it  began  during  the  Vietnam  War  period 
when  Government  spending  increased  and  pushed  the  economy  up 
against  capacity.  It  began  to  grow  slowly.  Then  the  economy  was 
hit  by  a  series  of  adverse  supply  shocks,  the  oil  price  increase  of 
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1973,  and  as  we  were  beginning  to  recover  from  that,  there  was  the 
second  oil  price  hike. 

I  think  tne  Federal  Reserve  was  faced  with  a  very  difficult  prob- 
lem during  that  period  of  whether  to  accommodate  those  price  in- 
creases that  were  coming  from  the  supply  side  or  not.  They  par- 
tially accommodated  the  price  increases  coming  from  supply  shocks 
and  found  out  later  that,  as  a  consequence,  inflationary  expecta- 
tions began  to  rise.  So,  even  when  the  supply  shocks  were  over,  the 
economy  was  left  with  what  most  regarded  as  an  unacceptably  high 
rate  of  inflation 

Senator  Sasser.  Due  to  inflationary  expectation? 

Dr.  Yellen.  Yes,  due  to  inflationary  expectations. 

Senator  DODD.  If  my  colleague  would  yield.  Just  on  that  Vietnam 
War  issue,  it  was  not  so  much  that  there  was  spending  as  it  was 
that  we  did  not  pay  for  the  spending. 

Dr.  Yelijcn.  That  is  right,  yes. 

Senator  Sasser.  So,  it  would  be  accurate  to  say,  in  your  judg- 
ment. Dr.  Yellen — and  I  do  not  want  to  put  words  in  your  mouth — 
the  inflation  of  the  1970's  was  really  caused  by  the  Vietnam  War, 
spending  that  was  not  paid  for,  as  Senator  Dodd  said,  and  the  two 
rather  severe  oil  shocks  that  occurred  during  the  1970's. 

Dr.  Yellen.  Yes,  but  the  Federal  Reserve  chose,  at  least  par- 
tially, to  accommodate  that.  Had  they  taken  an  extraordinarily 
tough  stance  against  inflation,  we  would  have  had  less  of  it,  but 
during  that  period  I  think  the  consequence  would  have  been  much 
higher  unemployment  rates  prior  to  the  1982-1983  recession. 

Senator  Sasser.  There  is  no  question  you  would  have  had  a 
tighter  monetary  policy  which  would  have  resulted  in  higher  unem- 
ployment rates  during  that  period  of  time  and  less  economic 
growth. 

So,  this  culminated  in  Dr.  Volcker's  extremely  high  interest  rates 
of  the  early  1980's  that  plunged  us  into  the  deep  recession  of  1983. 

Do  you  think  we  would  have  been  better  advised  during  the  dec- 
ade of  the  1970's  to  pursue  a  tighter  monetary  policy?  I  think  the 
Japanese  did  that  in  response  to  their  oil  shocks,  did  they  not? 

Dr.  Yellen.  I  believe  they  did  do  so. 

Senator  Sasser.  Yes. 

Dr.  Yellen.  I  think  it  is  a  tough  issue.  I  think  we  paid  a  very 
great  price  in  1982-1983.  I  would  not  like  to  live  through  that 
again.  It  was  not  a  straightforward  issue,  though. 

Senator  Sasser.  Yes.  Some  of  us  think  we  paid  too  high  a  price. 
We  think  that  Dr.  Volcker,  or  Professor  Volcker,  let  the  rates  go 
higher  than  was  really  necessary,  that  he  tightened  the  monetary 
policy  and  put  on  the  monetary  brakes  too  abruptly.  Before  it  was 
over,  I  think  he  ended  up  perhaps  even  frightening  himself  with 
the  results  of  it. 

All  right.  One  final  question.  Dr.  Yellen.  It  appears  to  me  that 
there  is  a  widespread  fear  on  the  part  of  some  in  the  financial 
world,  that  is  reflected,  I  think,  to  some  extent,  by  the  leadership 
of  the  Fed  now,  of  economic  growth.  The  fear  is  that  if  we  get  some 
economic  growth  going,  we  have  got  to  shut  it  down  quickly  be- 
cause if  we  do  not,  we  may  get  some  inflation. 

Now,  my  question  to  you  is,  do  you  think  you  can  have  substan- 
tial economic  growth  without  excessive  inflation? 
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Dr.  Yellen.  I  think  what  the  Fed  needs  to  do  is  make  sure  that 
growth  in  aggregate  demand  matches  the  growth  in  the  economy's 
abihty  to  supply  goods  and  services.  The  growth  of  potential  output 
depends  on  productivity  growth  and  labor  force  growth.  Unfortu- 
nately, productivity  growth  has  fallen  in  the  United  States  since 
1973  for  reasons  that  economists  have  studied  in  great  depth  and 
yet  do  not  fully  understand.  If,  on  a  perpetual  basis,  the  Federal 
Reserve  allows  aggregate  demand  to  grow  at  a  faster  pace  than 
that,  eventually  they  will  encounter  inflationary  pressures,  so  that 
is  not  a  sustainable  situation. 

Senator  Sasser.  This  is  my  final  question,  Mr,  Chairman. 

I  thought  that  productivity  growth  in  the  industrial  sector  had 
picked  up  appreciably  during  the  1980's. 

Dr.  Yellen.  I  think  it  has  picked  up,  and  estimates  of  productiv- 
ity growth  in  the  nonfarm  sector  vary,  but  people  see  productivity 
growth  in  the  range  of  1.5  percent. 

Senator  Sasser.  But  isn't  there  a  difference  between  the  indus- 
trial sector  and  the  service  sector?  In  other  words,  I  was  under  the 
impression  that  productivity  growth  in  the  industrial  sector  of  our 
economy  had  been  doing  very  well  during  the  latter  part  of  the 
1980's  and  in  the  1990's,  and  productivity  growth  in  the  service 
sector  is  very,  very  difficult  to  measure. 

Dr.  Yellen.  I  agree.  It  is  difficult  to  measure.  It  is  very  hard, 
in  assessing  productivity  growth,  to  distinguish  between  move- 
ments over  Dusiness  cycles  and  trend  movements  and  a  number  of 
researchers  have  tried  to  determine  whether  or  not  there  appears 
to  be  a  permanent  increase  in  productivity  growth.  Certainly,  there 
is  anecdotal  evidence  that  would  suggest  that  corporations  are 
doing  business  in  a  different  way,  that  they  really  have  become  ex- 
traordinarily oriented  toward  continually  reengineering  the  way 
they  do  business  in  order  to  get  continual  productivity  improve- 
ments. That  would  lead  us  to  have  some  hope  that  there  will  be 
a  permanent  pickup  in  the  pace  of  productivity  growth.  I  would 
hope  to  see  it,  but  I  think  the  jury  remains  out  at  this  point. 

Senator  Sasser.  Yes.  I  will  just  leave  you  with  this  one  final  ob- 
servation. I  think  we  have  to  remember  the  human  equation  here. 
It  is  one  thing  to  move  in  the  direction  of  zero  inflation.  It  is  an- 
other thing  to  have  high  productivity  growth.  All  of  these  are,  I 
think,  laudable  goals,  but  in  the  final  analysis,  what  an  economy 
does  is  provide  the  wherewithal  for  human  beings  to  exist  and 
grow  in  a  quality  environment.  That  is  really  what  it  is  all  about 
in  the  final  analysis. 

Dr.  Yellen.  I  agree  with  you. 

Senator  Sasser.  I  sometimes  have  the  sense  that  we  get  lost  in 
all  of  the  statistics  of  zero  inflation,  productivity  growth,  et  cetera, 
et  cetera,  et  cetera.  If  you  are  on  a  street  corner  without  a  job  and 
homeless,  it  is  not  much  solace  to  say,  well,  we've  got  zero  inflation, 
high  productivity  growth,  the  budget  is  totally  balanced.  So  what? 

Dr.  Yellen.  I  hope  to  keep  my  eye  on  the  people  behind  the 
numbers. 

Senator  Sasser.  Thank  you. 

The  Chairman.  I  am  going  to  have  some  questions  for  the  record, 
but  I  want  to  cover  a  couple  of  things  here. 
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I  do  not  know  if  you  saw  the  jobless  claims  data  out  this  morn- 
ing. Have  you  had  a  chance  to  see  that? 

Dr.  Ykllkn.  I  did  hear  that  the  jobless  claims  had  risen. 

The  Chairman.  Let  me  just  read  you  the  account  from  the  New 
York  Times  this  morning: 

The  number  of  Americans  filing  new  claims  for  Stale  jobless  benefits  shot  up  last 
week,  the  Government  said  today.  The  Labor  Department  said  new  claims  for  State 
unemployment  benefits,  ended  July  13,  climbed  to  392,000  from  a  revised  365,000 
the  prior  week,  putting  it  to  the  highest  level  since  late  January.  The  number  far 
exceeded  Wall  Street  economists'  forecasts  of  358,000  new  claims  in  the  week.  The 
average  climbed  to  363,500  in  the  week  ended  July  16  from  a  revised  353,500  the 
prior  week. 

There  is  a  question  as  to  whether  some  of  the  temporary  layoffs 
in  the  auto  industry  are  affecting  these  numbers,  but  we  just  saw 
the  day  before  the  fall-off  in  housing  starts  and  sales  of  completed 
homes  also  came  down.  I  think  there  is  a  growing  sense  on  the  part 
of  many  that  the  Fed  tightening,  both  the  signal  that  it  gave,  the 
psychological  signal  of  the  change  in  direction  and  now  the  actual 
effect  of  higher  interest  rates,  is  beginning  to  start  to  impact  the 
economy.  Greenspan,  when  he  was  here,  said  that  he  thinks  there 
is  a  6-month,  to  9-month,  to  even  an  18-month  time  over  which 
those  effects  are  fully  felt,  but  I  think  it  is  clear  we  are  already  see- 
ing some  effects.  We  have  had  market  effects,  and  other  effects. 

We  try,  as  best  we  can,  to  see  how  much  inflation  may  be  ap- 
pearing out  there  as  an  offset  to  this  softening  economic  data.  I  do 
not  see  too  much.  I  suppose  if  one  isolates  on  a  given  item,  one 
might  say,  well,  wait  a  minute,  what  does  this  mean?  But,  if  you 
take  it  all,  I  do  not  think  there  is  any  significant  body  of  economic 
analysis  by  so-called  experts  that  indicates  that  there  is  a  major  in- 
flation problem  that  is  surfacing  here.  At  least  it  certainly  does  not 
appear  to  the  naked  eye.  Would  you  agree  with  that,  by  the  wav? 

Dr.  Yellen.  I  would  agree  with  you  that  inflation  appears  to  be 
stable  at  this  point,  to  be  well  contained.  I  think  it  is  the  Fed's  job 
to  keep  its  eye  both  on  what  is  happening  to  inflation  and  what  is 
happening  to  jobs  and  economic  growth.  The  Administration  has 
said  that  the  high  growth  rates  that  we  had  at  the  end  of  1993  and 
the  beginning  of  1994  could  not  be  sustained,  and  I  think  we  know 
that  the  pace  of  growth  and  demand  has  to  come  down  to  some- 
thing matching  the  economy's  potential  to  grow. 

I  would  like  to  see  that  happen,  but  I  do  not  want  to  see  the 
economy  slip  into  a  recession.  I  want  the  Fed  to  be  ready  to  act  if 
the  slow-down  that  we  see  occurring  now  goes  too  far,  and  by  the 
same  token,  if  we  see  signs  of  emerging  inflation,  if  they  appear  on 
the  horizon,  the  Fed  also  has  to  be  prepared  to  act.  I  would  hope 
they  would  be  prepared  to  act  in  either  direction,  depending  on  the 
risks. 

The  Chairman.  I  would  agree  with  that.  I  think  there  is  a  very 
careful  balance  to  strike  here.  We  do  not  want  to  go  back  into  a 
recession.  We  do  not  want  to  kill  this  recovery  before  it  fully  takes 
hold. 

I  am  of  the  view  that  while  we  have  been  repairing  the  balance 
sheets  in  financial  institutions,  there  are  still  a  lot  of  family  bal- 
ance sheets  that  took  a  terrible  pounding  that  have  not  been  re- 
paired. There  are  an  awful  lot  of  people  that  have  lost  jobs  and  ei- 
ther have  not  found  jobs  yet  or  have  gone  from  full-time  work  to 
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part-time  work  or,  if  they  have  gone  from  one  job  to  another  on  a 
full-time  basis,  they  have  left  a  job  that  was  maybe  paying  $27,000 
a  year  and  ended  up  with  a  job  that  may  now  pay  $18,000  a  year. 
So,  there  has  been  an  enormous  backward  slide  of  a  lot  of  people, 
in  effect,  either  out  of  the  middle  class  or  down  from  higher  wage 
levels  to  lower  wage  levels.  I  think  that  is  buried  in  the  numbers. 

I  think  it  is  a  real  problem  in  the  country.  It  is  part  of  the,  I 
think,  disaffection  and  frustration  that  people  are  feeling  about 
what  is  happening  to  America  and  even  with  our  ability  to  respond 
to  it  with  policy  that  seems  to  work  for  them. 

In  any  case,  I  am  very  sensitive,  as  you  have  just  expressed  a 
sensitivity,  to  striking  the  right  balance  here  between  the  lowest 
level  of  unemployment  that  we  can  achieve  and,  at  the  same  time, 
not  reigniting  inflation.  I  do  not  want  inflation  reignited  either.  I 
do  not  want  to  be  misunderstood  on  that  issue. 

By  the  same  token,  high  interest  rates  or  higher  interest  rates 
are,  by  themselves,  inflationary.  If  you  want  to  buy  a  house — ^you 
have  had  a  lot  of  your  students  come  through  your  classrooms  who 
are  now  out  in  the  private  sector  putting  families  together,  trying 
to  put  together  the  down  payment  for  a  home,  pay  student  loans, 
and  so  forth.  If  the  long-term  interest  rates  kick  up  a  point  or  two 
and  if  they  are  higher  than  perhaps  they  need  to  be,  there  are 
going  to  be  certain  people  who  are  priced  out  of  home  ownership. 

Senator  Sasser  did  a  very  good  job  the  other  day  of  talking  about 
the  principal  and  interest  payments  per  month  for  families  with 
certain  incomes  to  show  who  gets  priced  out  of  the  market.  More 
and  more  people  get  priced  out  of  the  market. 

Interest  rates  that  are  higher  than  they  perhaps  have  to  be  have 
an  inflationary  impact.  They  get  built  into  the  price  of  everything 
under  the  sun.  In  a  sense,  it  is  a  cost  of  capital  and  it  goes  into 
the  base  price  of  things  just  the  same  way  an  energy  cost  or  some- 
thing else  might  go  in.  So,  I  think  a  missing  part  of  this  debate  is 
the  fact  that  when  interest  rates  go  up,  because  it  also  gets  built 
into  product  pricing,  it  has  an  economic  effect  in  and  of  itself  quite 
apart  from  inflation  fighting  because  it  becomes  a  factor  in  the  in- 
flation even  if  it  is  aimed  at  inflation  fighting. 

Of  course,  I  think  the  people  who  are  the  hard-liners  on  this 
want  to  talk  about  the  part  that  is  the  inflation  fighting  without 
talking  about  the  part  that,  in  fact,  adds  to  the  inflation.  To  work- 
ing people  who  have  to  live  with  the  burden  of  high  interest  rates 
or  having  credit  choked  off  to  them,  it  is  a  very  real  problem. 

I  am  concerned,  sometimes,  because  the  theorists  and  the  ivory 
tower  people,  sometimes  academics,  people  in  the  Government  bu- 
reaucracy, and  so  forth,  live  up  on  a  more  elevated  plane  and  often- 
times are  somewhat  removed  from  being  on  the  front  line  of  the  ef- 
fects of  what  is  happening.  That  concerns  me  because  I  see  too 
often  the  Government  veering  off  with  policy  decisions  that  do  not 
really  have  a  very  adverse  effect  on  the  very  people  who  are  mak- 
ing the  decisions.  It  is  all  very  abstract.  It  is  all  very  distant  and, 
out  across  the  country  where  people  live,  it  is  a  different  story.  I 
think  we  need  to  really  understand  that  if  we  are  going  to  hold  this 
country  together  in  teims  of  the  sense  of  equity  and  fairness. 

I  want  to  add  one  other  point  to  this  because  it  is  an  important 
part  of  understanding,  I  think,  the  psychology  in  the  country  and 
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bringing  it  back  to  how  the  economy  actually  works.  That  is,  that 
there  has  been  an  enormous  shift  in  income  distribution  in  the 
United  States  over  the  last  dozen  years  or  so,  that  the  tax  policies 
of  the  1980's,  when  one  looks  at  income  distribution  figures,  show 
an  enormous  gain  at  the  very  highest  levels  of  the  income  scale  and 
a  certain  strip-mining  of  the  amount  of  national  income  going  to 
people  in  the  middle  and  in  some  of  the  lower  categories  of  the  in- 
come scale  in  the  country. 

I  must  tell  you  that  I  am  concerned  about  this  because  I  think 
part  of  what  makes  the  American  system  work  is  a  broad  middle 
class,  the  ability  to  get  to  the  middle  class,  stay  in  the  middle  class, 
and  avoiding  radical  income  distribution  problems  that  really  tilt 
the  economy,  in  an  equalitarian  sense,  way  off  its  axis.  Unfortu- 
nately, we  have  a  problem  in  that  area. 

That  is  where  we  start  from  now.  We  are  not  starting  from  some 
textbook  model  of  a  normal  condition.  We  have  gone  through  a  pe- 
riod of  time  that  has  moved  us  to  a  point  where  there  is  a  lot  of 
income  imbalance  and  inequity  in  the  country,  I  think,  as  the  data 
just  tells  us.  When  you  throw  in  high  interest  rates  on  top  of  that 
preexisting  condition,  it  has  a  different  kind  of  an  effect  than  it 
might  have  if  we  had  a  different  starting  point. 

To  the  people  who  are  at  the  top  of  the  asset-holding  scale  and 
the  income  scale,  it  is  incidental.  If  you  are  going  to  buy  a  luxury 
yacht  that  costs  $750,000,  and  it  is  going  to  nave  a  captain  and  a 
crew  of  four  and  all  the  other  goodies  that  go  with  it,  the  degree 
of  what  you  are  paying  as  an  interest  rate  cost,  if  you  are  even  fi- 
nancing with  a  loan,  is  probably  incidental  to  that  particular  buyer. 
If  that  is  somebody  that  is  out  there,  to  them  a  small  change  in 
the  interest  rate,  or  what  they  would  view  as  a  small  change  in  the 
interest  rate,  is  rather  insignificant.  It  becomes  an  academic  point 
to  them. 

What  I  have  to  tell  you  in  terms  of  the  State  where  I  come  from, 
the  band  of  people  who  are  in  economic  circumstances  where  the 
interest  rate  sensitivity  is  real  in  terms  of  the  impact  on  their  lives, 
what  they  can  do  in  terms  of  either  going  from  being  a  renter  to 
a  buyer,  being  able  to  put  enough  money  aside  to  have  income  se- 
curity in  old  age,  to  put  enough  money  aside  in  the  course  of  a  year 
maybe  to  invest  in  an  IRA  for  the  year — a  lot  of  people  who  can 
get  the  full  tax  advantage  from  an  IRA  cannot  afford  to  save 
enough  money  in  the  course  of  the  year  to  do  it.  A  lot  of  people  in 
the  country  cannot  afford  to  do  it.  You  well  know  that,  because  you 
study  these  statistics.  This  never  gets  into  the  debate,  or  almost 
never  gets  into  the  debate,  and  that  is  why  I  want  to  shove  it  into 
the  debate  here. 

I  am  very  much  concerned  that  we  understand  exactly  what  we 
are  basing  our  decisions  on  when  we  ratchet  up  interest  rates.  If 
we  have  a  real  inflation  problem  that  is  building,  then  we  have  to 
do  something  about  it.  I  understand  and  I  support  the  need  to  do 
that.  Or,  if  we  have  too  much  speculation  in  the  financial  markets, 
which  I  think  the  Fed  was  convinced  we  had  a  few  months  ago,  one 
of  the  ways  to  nip  that  is  with  a  shift  in  interest  rate  policy.  I  can 
understand  and  support  that. 

What  I  cannot  support  is  an  ideological  fervor  and  a  reflex  that 
chases  nonexistent  inflationary  fears  that,  in  turn,  come  and  grind 
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down  the  living  standard  of  a  lot  of  people  who  are  not  in  a  position 
to  defend  themselves  from  capricious  and  arbitrary  decisions  and 
whose  lives  are  affected  and  hurt  by  what  may  seem  to  be  a  fairly 
benign  event.  It  is  not  a  benign  event.  It  is  a  very  real,  practical, 
economic  event. 

I  have  seen  in  the  past,  when  there  has  been  an  economic  strip- 
mining  of  the  middle  class,  that  oftentimes  there  is  a  desire  on  the 
part  of  some  to  heat  up  a  lot  of  social  issues  and  to  get  people  fo- 
cused on  the  social  issues  so  that  their  attention  is  diverted  there 
while  their  economic  situation  is  being  strip-mined.  I  have  seen 
this  too  many  times,  by  lots  of  different  skillful  operators,  and  that 
is  part  of  the  contemporary  political  scene  in  this  country.  Perhaps 
it  has  been  over  the  whole  history  of  the  country. 

It  is,  I  think,  quite  a  real  factor  now,  except  the  erosion  of  the 
middle  class  since  World  War  II  is  occurring  in  a  new  and  a  more 
dangerous  way  than  it  has  before.  It  is  a  whole  new  phenomenon 
in  our  country,  and  it  is  a  very  worrisome  problem  because  if  you 
want  to  tear  America  apart,  hammer  and  shrink  the  middle  class 
enough,  and  I  guarantee  you  we  are  going  to  have  social  problems 
in  this  country  beyond  people's  present  imagining. 

It  makes  people  mad.  It  makes  them  frustrated.  It  makes  them 
feel  that  Government  cannot  work,  is  not  on  their  side,  and  so 
forth. 

Why  do  I  take  all  the  time  to  say  this?  Because  I  think  the  Fed- 
eral Reserve  is  a  very  lofty  place  that  often  is  disconnected  from 
an  understanding  of  the  hurly-burly  of  what  is  going  on  down 
where  real  people  live  and  are  trying  to  pay  the  bills  day  in  and 
day  out,  week  in  and  week  out.  I  have  seen  too  much  disconnection. 
I  have  seen  too  much  theory,  too  much  ideology,  too  much  philoso- 
phy of  an  individual  or  a  group  of  individuals  playing  in  here  with- 
out a  very  careful  calibration  of  what  this  is  doing  to  the  countiy 
as  a  whole,  what  happens  to  our  society,  what  happens  to  the  equi- 
ties within  our  society,  what  happens  to  people's  ability  to  have  up- 
ward mobility  in  the  society,  or  the  degree  to  have  a  broad  middle 
class  that  really  gives  the  strength  and  the  cohesion  and  the  stabil- 
ity to  our  country. 

Those  are  very  real  factors,  and  I  never  hear  them  talked  about, 
quite  frankly.  We  troop  the  Federal  Reserve  in  here  all  the  time. 
We  get  off  into  arcane  economic  analysis,  and  that  is  all  well  and 
good.  That  is  a  big  part  of  the  job.  It  is  not  the  whole  job. 

When  you  look  backward  in  time,  the  Fed  did  not  do  a  good  job 
of  bringing  us  through  the  last  recession.  The  fact  that  there  were 
23  policy  adjustments  while  we  were  losing  over  $700  billion  in  na- 
tional output  is  not  a  good  performance.  I  do  not  care.  Anybody 
who  wants  to  come  along  and  put  the  good  housekeeping  seal  on 
that  now,  I  do  not  think  fits  with  what,  in  fact,  happened.  The  Fed 
freely  confessed,  as  they  came  down  through  this  long  period  of  pol- 
icy adjustments  that  did  not  work,  except  over  a  very,  very  long  pe- 
riod of  time,  vastly  different  from  what  they  imagined,  that  there 
was  an  awful  lot  of  pain,  suffering,  and  hardship  that  was  done, 
and  we  unraveled  an  awful  lot  of  the  economic  structure  of  the 
country.  We  have  a  lot  of  ex-middle  class  people  in  America  today 
that  have  moved  down  several  notches  partly  as  a  result  of  the  fact 
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that  the  Fed  did  not  do  a  very  good  job  with  their  part  of  the  eco- 
nomic poHcy  strategy  effort. 

They  are  not  the  sole  culprits  by  any  means.  I  think  our  fiscal 
policy,  our  tax  policy,  and  a  lot  of  other  things  contributed  to  it. 
Certainly  our  trade  policy  did  as  well. 

In  terms  of  coming  back  and  isolating  where  Federal  Reserve  pol- 
icy fits  in  now,  starting  from  today's  conditions,  given  all  the  dam- 
age that  has  been  done — even  taking  the  story  today  on  IBM.  I 
used  to  work  for  IBM.  IBM  finally  announced  some  very  positive 
earnings  yesterday.  There  is  a  question  as  to  whether  that  is  a  one- 
quarter  deal  or  if  it  will  be  longer  than  that.  But,  embedded  in  the 
story  was  the  fact,  if  it  is  accurately  reported  in  the  Washington 
Post,  that  over  the  last  12  months  IBM  has  gotten  rid  of  23,000 
employees  and  those  are  not  all  people  who  have  reached  retire- 
ment age.  There  are  a  lot  of  people  who  have  been  flushed  out  of 
IBM  and  a  lot  of  other  companies  in  America  who  are  out  there 
now,  many  of  whom,  if  they  found  jobs,  have  found  jobs  at  lower 
income  levels.  Part  of  that  restructuring  has  to  go  on  in  any  case. 

I  have  detected,  over  the  last  several  years,  a  lack  of  understand- 
ing at  the  Fed  about  the  guts  of  the  economic  structure  of  the  popu- 
lation of  our  country  and  what  that  means  to  having  a  solid,  cohe- 
sive, unified  country  that  is  gaining  ground,  not  just  some  people 
in  the  society  gaining  a  lot  of  ground,  but  the  fact  that,  over  the 
broad  sweep  of  the  economy,  people  who  work  hard  and  who  really 
are  doing  the  most  they  can  are  gaining  ground  and  not  substan- 
tially losing  ground. 

So,  when  interest  rates  go  up,  we  better  make  darned  sure  they 
need  to  go  up  and  that  it  is  not  a  capricious  act,  not  a  situation 
where  we  go  out  and  price  somebody  out  of  a  child's  education  or 
a  retirement  account  or  the  chance  to  become  a  homeowner  rather 
than  a  renter  because  we  are  off  in  a  world  of  arcane  theory  and 
not  the  practical  effect  of  what  it  is  we  are  doing. 

I  want  some  practical  effect,  and  I  have  spent  enough  time  my- 
self in  academic  settings,  both  teaching  in  colleges  and  working  on 
my  doctorate  at  the  Harvard  Business  School,  that  I  have  devel- 
oped a  healthy  skepticism  for  academics.  Don't  take  this  person- 
ally, but  I  think  there  is  something  to  be  said  for  understanding 
that  theory  works  up  to  a  point,  but  if  it  does  not  square  with  what 
is  happening  to  Mr.  and  Mrs.  America  out  in  the  communities 
across  this  country,  then  the  theories,  as  comfortable  as  they  may 
be  in  academic  circles  and  in  textbooks  and  all  the  Lehrers  and 
Hubers  that  are  out  there,  may  not  be  worth  anything.  In  fact,  they 
may  be  harmful. 

I  want,  at  the  end  of  the  day,  policy  decisions  that  work  for  the 
broad  number  of  people  in  this  country,  and  that  is  what  we  ought 
to  be  steering  to.  I  think  it  would  be  helpful,  sometimes,  if  we  got 
the  Federal  Reserve  Board  out  of  Washington  and  out  of  the  re- 
serve banking  system  and  into  the  communities  talking  with  local 
people,  sitting  down  with  families  in  working  class  situations,  and 
really  getting  a  big  dose  of  reality,  of  that  reality. 

Unfortunately,  I  do  not  see  much  of  that  and  so  I  feel  a  great 
frustration  about  it.  A  lot  of  people  in  the  country  do.  I  want  to 
voice  some  of  this  here,  today,  because  I  do  not  want  you,  as  a  new 
Federal  Reserve  Member,  to  get  isolated  up  there  in  an  ivory  tower 
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type  setting  and  be  removed  from  the  kinds  of  things  that  I  am 
talking  about.  I  think  you  have  to  force  yourself  to  go  out  and  gen- 
erate that  information,  get  it  into  the  discussion,  and  talk  about  it. 

I  do  not  want  to  just  hear  the  anecdotal  situations  about  some- 
body who  sees  a  microscopic  blip  of  possible  inflation  in  the  future. 
If  we  are  going  to  talk  about  anecdotal  situations  like  that,  then 
let's  talk  about  what  is  happening  in  the  lives  of  working  class  peo- 
ple as  well.  Let's  get  some  balance  into  the  discussion.  I  would  ap- 
preciate it  if  you  would  make  an  effort  to  do  that. 

Dr.  Yellen.  I  assure  you  I  will  make  an  effort  to  do  it.  I  think 
that  the  ultimate  clients  of  the  Federal  Reserve  are  the  American 
people,  and  what  the  Fed  should  be  pursuing  is  the  economic  wel- 
fare of  ordinary  working  Americans  and  Americans  generally.  That 
is  what  the  Fed  should  have  its  eye  on. 

I  certainly  agree  with  you  that  when  interest  rates  rise,  it  places 
a  burden  on  American  families  and  it  should  not  be  done  unless 
there  is  a  good  reason  for  it.  It  should  never  be — ^you  used  the  word 
"capricious."  That  would  be  irresponsible.  Sometimes  it  is  nec- 
essary, but  it  should  never  be  done  lightly  and  it  should  be  done 
only  for  a  good  purpose. 

I  was  pleased  that  you  mentioned  the  trends  in  the  American 
economy  regarding  rising  disparities  in  income  distribution  in  this 
country.  I  think  that  is  an  extremely  important  phenomenon,  a 
very  disturbing  one  that  deserves  a  great  deal  of  attention.  I  do  not 
think  that  it  is  the  Federal  Reserve's  fault,  but  we  have  a  situation 
in  the  United  States  where,  between  1979  and  1987,  young  men 
with  a  high-school  education  have  seen  their  real  wages  decline  by 
almost  20  percent.  I  do  not  think  economists  yet  understand  what 
has  caused  that  shift.  I  do  not  think  it  can  be  blamed  on  the  Fed- 
eral Reserve. 

I  think  it  perhaps  is  a  technological  change  that  is  occurring  in 
our  economy  and  other  industrial  economies  throughout  the  world. 
It  is  shifting  the  demand  for  workers  away  from  less  skilled  people 
toward  more  skilled  people,  and  this  is  snowing  up  in  a  widening 
of  the  income  distribution.  Clearly,  this  is  something  that  is  tre- 
mendously frustrating  to  ordinary  Americans  and  that  the  Federal 
Reserve  should  be  sensitive  to,  although  it  is  not  within  the  power 
of  the  Federal  Reserve,  I  am  afraid,  to  remedy  that  problem  en- 
tirely. 

The  Chairman.  No.  I  fully  agree  with  that  and  I  appreciate  what 
you  have  said. 

I  just  want  to  make  another  point  about  it,  and  that  is  I  think 
somebody  should  write  this  book  or  do  this  body  of  work  and  go  out 
and  win  a  Pulitzer  Prize  with  it,  maybe  even  a  Nobel  Prize.  There 
is  a  relationship  between  the  health  and  well-being  of  the  social 
contract  in  this  country,  the  civil  order,  the  degree  of  harmony  that 
we  either  have  or  do  not  have  in  our  society,  the  measure  of  eco- 
nomic justice  and  opportunity,  and  how  the  economic  system  is 
working.  These  are  not  separate  and  disconnected  elements.  They 
are  absolutely  cross-connected. 

The  great  success  of  America,  if  one  goes  back  and  looks,  say,  at 
the  part  of  this  century  when  we  were  not  caught  in  extraordinary 
events  like  the  Depression,  a  world  war,  or  things  of  that  kind  that 
were  large  scale  anomalies,  when  we  were  making  great  progress. 
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I  think  you  can  find  a  very  clear  relationship  between  the  way  the 
social  contract  was  working  and  the  civil  order,  sense  of  well-being, 
harmony  in  the  society,  people's  faith  in  the  system,  faith  in  the 
country,  their  sense  of  hopefulness  about  the  future,  and  how  the 
economic  system  was  working,  the  fact  that  people  were  making 
gains,  and  so  forth.  There  are  a  lot  of  factors  that  have  come  in, 
technological  changes,  globalization,  and  a  lot  of  other  things.  Tax 
policies  obviously  do  it  as  well. 

If  you  knock  the  economic  justice  system  askew,  it  will  not  take 
very  long  before  you  find  that  you  have  a  major  problem  with  your 
social  order  and  your  social  contract.  A  growing  underclass  cannot 
break  into  the  system  and  a  large  part  of  the  middle  class  is  sliding 
backward  and  out  of  the  middle  class.  It  is  an  absolute  prescription 
for  great  difficulty  and  disorder  in  this  country.  There  are  a  lot  of 
historical  situations  that  one  can  look  at  to  find  that  those  ele- 
ments, played  out  in  other  countries,  have  created  those  kinds  of 
situations. 

I  think  we  have  an  element  of  that  happening  now.  It  is  not  part 
of  the  debate  because  there  is  an  antiseptic  tendency  to  disconnect 
these  two  things.  Too  many  of  the  monetary  policy  and  Fed  type 
theorists  live  in  a  self-indulgent  world  of  economic  theory  without 
connecting  it  up  to  whether  or  not  it  actually  works  in  holding  a 
society  together.  These  things  have  to  be  put  together.  I  do  not  say 
it  should  be  tilted  off  its  axis  so  that  you  sacrifice  one  for  the  other. 
They  have  to  be  accommodated  together.  I  think  they  have  been 
moving  off  their  axis  and  that  is  a  real  problem  in  this  country.  I 
think  we  need  to  focus  on  that  problem,  to  bring  it  to  light,  because 
I  think  now  the  facts  and  the  logic  are  so  powerful  that  only  the 
most  hard-nosed  ideology  would  refuse  to  see  it  because  it  is  there. 
It  is  there  in  the  income  distribution  statistics.  I  think  it  is  there 
in  terms  of  dissolution  of  families  and  a  lot  of  other  things  where, 
if  you  apply  enough  economic  pressure,  you  can  really  destabilize 
a  country  and  we  get  too  much  of  that.  That  has  to  change  and  be 
part  of  the  policy  thinking  and  part  of  the  policy  formulation. 

This  is  not  a  one-dimensional  situation  and  it  is  not  just  eco- 
nomic modeling,  a  one-dimensional  kind  of  analysis.  It  is  much 
more  complicated  than  that.  If  it  were  only  that,  we  could  do  Fed 
policy  almost  by  computer  and  that  would  really  send  us  to  a  place 
where  we  do  not  need  to  go.  I  hope  you  can  bring  some  of  that  into 
these  discussions. 

Dr.  Yellen.  I  hope  I  can  be  sensitive  to  this  set  of  concerns.  It 
is  also  my  set  of  concerns.  I  share  all  of  the  concerns  that  you 
voiced.  While  I  do  not  think  that  the  Federal  Reserve  is  in  a  posi- 
tion to  fix  all  of  the  problems  that  you  have  mentioned,  I  think 
that 

The  Chairman.  I  do  not  either,  and  I  do  not  want  to  be  mis- 
understood to  that  effect.  I  am  not  saving  that. 

Dr.  Yellen.  I  think  that  the  Fed  should  be  aware  of  what  is 
going  on  in  making  its  own  decisions,  and  certainly  take  into  ac- 
count the  repercussions  of  what  it  does  for  this  set  oi  problems. 

The  Chairman.  Even  more  importantly,  the  Fed  cannot  be  a 
cure-all,  nor  are  they  the  cause  of  all  these  problems.  But,  on  the 
margin,  the  Fed  is  an  absolutely  critical  player  as  to  whether  we 
do  things  that  help  solve  these  problems  or  we  end  up  inadvert- 
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ently  doing  things  that  make  these  problems  worse.  That  is  a  re- 
sponsibiHty  the  Fed  carries,  whether  it  wants  to  see  it  or  not.  That 
is  the  one  responsibiHty  that  has  to  be  brought  into  focus. 

Dr.  Yellen.  I  agree  with  you,  that  is  a  responsibiHty,  and  I  cer- 
tainly intend  to  assume  that  responsibility. 

The  Chairman.  Thank  you. 

We  will  give  you  other  questions  for  the  record.  I  appreciate  your 
patience  in  hearing  me  express  those  views. 

Dr.  Yellen.  Thank  you  very  much.  I  appreciate  it. 

The  Chairman.  We  will  excuse  you  now  and  call  our  next  nomi- 
nee to  the  table. 

Let  me  welcome  Ms.  Belaga  to  the  table.  You  have  been  nomi- 
nated, of  course,  as  others  have  said,  to  be  a  Member  of  the  Export- 
Import  Bank's  five-member  Board  of  Directors. 

I  should  say,  for  the  record,  that  the  principal  role  of  the  Exim 
Bank  is  to  promote  sales  by  American  exporters  to  all  parts  of  the 
world.  This  is  done  through  a  variety  of  financing  export  programs, 
including  direct  loans,  financial  guarantees  to  private  lenders,  com- 
mercial and  political  risk  insurance,  and  working  capital  guaran- 
tees. 

During  the  last  Congress,  this  Committee,  under  the  leadership 
of  Senator  Sarbanes  who  then  chaired  our  International  Finance 
Subcommittee,  developed  legislation  that  amended  and  renewed 
the  Exim's  charter  for  a  period  of  5  years  until  September  1997. 
That  legislation  also  established,  in  statute,  the  Trade  Promotion 
Coordinating  Committee,  or  the  TPCC  as  it  has  come  to  be  known, 
and  directed  it  to  develop  a  Government-wide  strategic  plan  for 
carrying  out  Federal  export  promotion  and  export  financing  activi- 
ties. Obviously,  that  kind  of  a  strategy  is  long  overdue  in  an  in- 
creasingly globalized  economic  setting,  and  it  is  my  own  view  that 
at  least  part  of  our  past  poor  performance  in  economic  trade  meas- 
ured by  the  statistics  is  a  result  of  our  having  failed  in  not  having 
an  effective  and  coordinated  national  export  strategy. 

On  September  29,  1993,  Ken  Brody,  who  serves  as  President  of 
the  Exim  Bank,  along  with  Secretary  of  Commerce,  Ron  Brown, 
and  Small  Business  Administrator,  Erskine  Bowles,  presented  the 
first  annual  report  of  the  TPCC  to  this  Committee.  We  welcomed 
that  report  and  look  forward  to  receiving  the  next  one  in  Septem- 
ber so  we  can  continue  to  develop  an  ever  stronger  export  strategy 
to  help  U.S.  companies  compete  effectively  and  increase  their  sales 
overseas. 

One  of  the  initiatives  is  to  enhance  exports  of  environmental 
technologies.  The  first  TPCC  report  stated  that  to  enhance  our 
international  competitiveness  and  export  performance,  the  U.S. 
Government  should  focus  on  the  market  for  environmental  goods, 
services,  and  technologies.  That  report  went  on  to  say  that  because 
the  environmental  industry  is  technology  driven,  its  exports  will 
help  create  high-wage  jobs  in  this  country.  In  fact,  we  have  just 
seen  an  example  of  that  in  the  news  recently  in  terms  of  this  for- 
eign sales  activity. 

Ms.  Belaga,  I  think  your  extensive  environmental  experience  by 
itself,  including  service  as  a  Regional  Administrator  of  the  EPA, 
gives  you  special  knowledge  and  background  to  enable  you  to  help, 
particularly  in  this  area.  I  understand  that,  if  you  are  confirmed, 


31 

you  will  have  a  key  role  in  promoting  environmental  technologies. 
That  industry  consists  today  largely  of  small-  and  medium-sized 
firms  that  are  very  likely  unaware  of  some  of  the  financing  support 
that  is  available.  Figuring  out  how  we  can  get  those  connecting 
links  in  place,  I  thinTt,  is  an  opportunity  and  it  is  something  that 
I  would  hope  you  could  advance. 

Let  me  now  administer  the  oath  to  you  and  ask  you  to  rise  and 
raise  your  right  hand.  Do  you  swear  that  the  testimony  you  are 
about  to  give  is  the  truth,  the  whole  truth,  and  nothing  but  the 
truth,  so  help  you  God? 

Ms.  Belaga.  I  do. 

The  Chairman.  Do  you  agree  to  appear  and  testify  before  any 
duly  constituted  Committee  of  the  Senate? 

Ms.  Belaga.  I  do. 

The  Chairman.  Very  good.  Let  me  welcome  you  again.  Please  in- 
troduce anybody  that  is  with  you  that  you  want  to  bring  to  our  at- 
tention, and  then  we  would  like  your  opening  statement. 

STATEMENT  OF  JL^IE  D.  BELAGA,  OF  CONNECTICUT 

TO  BE  A  MEMBER  OF  THE  BOARD  OF  DIRECTORS 

OF  THE  EXPORT-IMPORT  BANK 

Ms.  Belaga.  Thank  you.  I  would  love  to  introduce  my  husband, 
Mike  Belaga,  and  my  son,  David. 

The  Chairman.  Mike,  David,  welcome. 

Ms.  Belaga.  I  have  family  here,  too,  but  I  know  the  time  is  run- 
ning. 

The  Chairman.  We  welcome  them  all. 

Ms.  Belaga.  Mr.  Chairman,  I  can't  tell  you  what  an  honor  it  is 
to  testify  before  you  on  my  nomination  by  the  President  as  a  Direc- 
tor of  the  Export-Import  Bank  of  the  United  States.  This  is  a 
unique  opportunity  for  me.  It  is  a  truly  superb  distinction  and  a 
very,  very  proud  moment  for  me  and  my  family. 

For  the  past  22  years,  I  have  had  a  career  as  a  public  servant 
in  both  elective  and  appointive  office  and,  if  confirmed,  the  position 
at  Exim  Bank  brings  together  all  of  those  years  of  experience  and 
enables  me  to  employ  the  skills,  interests,  and  abilities  that  I  have 
developed.  Frankly,  the  thought  of  making  a  real  difference  is  ex- 
hilarating. 

This  past  year  and  a  half,  I  have  served  on  the  Connecticut  De- 
velopment Authority  Board  of  Directors,  and  that  organization's 
challenges  dovetail  precisely  with  the  mission  of  the  Exim  Bank. 
Their  goal  is  to  enhance  the  export  of  the  State's  products  and,  in 
doing  so,  to  increase  the  number  of  high-wage  and  high-value  jobs 
for  Connecticut  workers.  That  is  the  basis  for  what  Exim  Bank 
does. 

Furthermore,  under  the  very  able  direction  of  Ken  Brody,  the 
Chairman  and  President  of  Exim  Bank,  the  Bank  is  committed  to 
important  challenges,  two  of  them  relating  directly  to  the  one  area 
of  my  expertise,  and  that  is  to  the  environment. 

As  you  say,  Mr.  Chairman,  the  Bank  is  very  interested  in  devel- 
oping a  broad  initiative  to  stimulate  the  export  of  environmental 
goods  and  services.  The  United  States  has  been  on  the  cutting  edge 
of  developing  a  diverse  range  of  technologies  to  deal  with  all  of  our 
precedent-setting  environmental  laws,  and  those  technologies  are 
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now  tried  and  tested  and  have  the  potential  to  be  an  important 
part  of  our  export  portfoHo.  It  is  a  job  that  begs  for  energy  and  cre- 
ativity. 

The  Bank  is  also  developing  a  set  of  environmental  procedures 
to  more  carefully  and  effectively  consider  the  environmental  effects 
of  a  project  that  Exim  Bank  may  support.  I  have  had  3  years  of 
experience  as  the  Regional  Administrator  of  the  six  New  England 
States  for  the  Environmental  Protection  Agency.  If  confirmed,  I 
will  help  guide  the  design  of  a  system  that  will  meet  the  Adminis- 
tration's environmental  goals  and,  at  the  same  time,  assure  that 
job  creation  and  export  opportunities  move  forward  in  a  timely  and 
effective  fashion. 

Your  Committee,  through  the  Trade  Promotion  Coordinating 
Committee  legislation,  has  created  a  blueprint  for  well-coordinated, 
user-friendly  trade  promotion  systems  that  emphasize  assistance  to 
small-  and  mid-sized  businesses,  as  well  as  to  large  businesses. 
One-stop  shopping,  unified  export  promotion,  outreach  to  small 
businesses,  coordinated  and  consistent  training  programs,  and  a 
really  user-friendly  system  are  all  part  of  the  United  States'  new 
dynamic  export  promotion  strategy. 

As  the  Committee  is  aware.  Chairman  Brody  is  committed  to  im- 
plementing that  blueprint.  If  confirmed,  I  will  eagerly  lend  him  a 
helping  hand. 

Exim  Bank  is  not  a  new  bank.  It  has  a  proud  60-year  history. 
Under  the  able  leadership  of  Ken  Brody  and  Tino  Kamarck,  the 
Bank  is  charting  new  territories.  I  relish  the  opportunity  to  be  a 
part  of  that  high  energy  level  team.  I  am  committed  to  make  all 
of  their  goals  and  your  goals  a  reality. 

I  look  forward  to  working  closely  with  the  Committee.  Mr.  Chair- 
man, I  would  be  pleased  and  proud  to  answer  any  of  your  ques- 
tions. 

The  Chairman.  I  want  to  make  a  reference  to  the  story  that  I 
mentioned  in  passing,  a  moment  ago,  of  today's  Washington  Post, 
the  headline,  "Clinton  Helps  Raytheon  Win  Brazilian  Contract;" 
subheadline,  "$1.4  Billion  Satellite  Project  Goes  to  the  United 
States."  Then,  in  the  body  of  the  article  by  Peter  Behr,  it  indicates 
that  this  is  to  develop  an  environmental  satellite  project. 

It  is  certainly  good  news  that  a  contract  of  that  size  would  come 
to  an  American  company  and  to  American  workers.  It  sounds  as  if 
it  was  in  the  face  of  aggressive  competition.  I  think  it  is  an  illustra- 
tion of  the  kind  of  progress  we  can  make  where  there  is  an  agg^-es- 
sive,  proactive  strategy,  and  it  turns  out  this  is  squarely  in  the 
area  of  an  environmental  application.  It  is  encouraging  that  that 
has  taken  place. 

I  ask  unanimous  consent  that  that  article  be  in  the  record  at  this 
point. 

Just  looking  at  the  environmental  technologies  side  of  it  and  our 
export  potential  there,  what  do  you  have  in  mind  as  opportunities 
or  first  steps  of  things  that  you  would  like  to  try  to  do  to  see  what 
more  can  be  done  there? 

Ms.  Belaga.  I  think  it  is  a  double-barreled  challenge,  but  veiy 
clearly  there  is  a  growing  market,  internationally,  for  what  I  call 
the  environmental  infrastructure.  United  States  companies  have 
been  superb  in  developing  our  capacity  to  build  wastewater  treat- 
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ment  plants  and  sewer  treatment  plants.  In  the  developing  coun- 
tries, those  are  major  new  challenges.  I  see  us  as  being  able  to 
make  those  connections  and  help  get  some  of  those  bids,  iiyou  will. 

It  is  very  clear  to  me,  though,  that  a  lot  of  the  small-  to  mid-sized 
companies  really  do  not  know  enough  about  Exim  Bank.  I  think 
our  challenge  will  be  to  reach  out  and  make  connections  to  these 
companies  and  let  them  know  that  we  exist  and  that  we  have  the 
capacity  to  help  make  them  successful  exporters. 

The  Chairman.  I  am  hopeful  that,  in  that  area,  you  can  bring  a 
special  kind  of  leadership  because  you  have  a  sense  for  that  area 
and  certainly  the  rapid  pace  of  change  that  is  going  on  there. 

It  is  interesting.  Last  September's  report  of  the  Trade  Promotion 
Coordinating  Committee  estimated  the  potential  world  market  for 
the  environmental  services  industry  as  being  somewhere  in  the 
range  of  $350  billion  to  $380  billion.  If  we  could  go  out  and  get  a 
good,  solid,  fair  share  of  that  kind  of  a  growing  market,  that  is  a 
major  achievement  for  our  society,  and  it  also  obviously  promotes 
a  social  good.  I  think,  to  the  extent  that  we  can  preserve  the  global 
environment,  everybody  on  the  planet  gains  from  that.  This  is  obvi- 
ously an  area  where  we  can,  I  think,  make  a  good  living  for  our 
people  and  use  some  of  this  leadership  that  we  have  developed  in 
this  area  that  is  now  out  there  in  our  own  country  but  not  nec- 
essarily out  into  those  international  business  channels. 

Ms.  Bei^ga.  I  see  it  as  a  real  win-win  situation.  I  have  long  de- 
cried the  fact  that  we  really  are  not  aggressive  enough  in  terms  of 
marketing,  that  our  private  sector  has  not  really  marketed  outside 
of  our  boundaries.  I  think  there  is  a  superb  opportunity  there.  I 
really  look  forward  to  helping  make  that  happen. 

The  Chairman.  What  other  major  priorities  would  you  emphasize 
as  you  look  forward  to  assuming  this  job? 

Ms.  Belaga.  One  of  the  other  projects  that  Ken  Brody  has  start- 
ed and  I  know  is  already  in  the  works  at  Exim  Bank  is  to  develop 
some  environmental  rules  by  which  the  Bank  can  evaluate  some  of 
the  applications  that  come  before  them.  I  think  that  is  going  to  be 
a  very  interesting  balancing  act,  to  help  the  Bank  identify  environ- 
mental difficulties,  if  you  will,  and  help  companies  through  the  sys- 
tem. 

The  worry  that  I  have  is  that  any  kind  of  procedure  that  we  put 
in  place  would  bog  down  the  system  and  not  allow  for  the  quick 
turnaround,  which  is  absolutely  critical  in  the  export  market. 

The  challenge  to  develop  those  procedures  is  going  to  be  enor- 
mous, and  I  know  that  people  at  the  Bank  have  already  started  to 
work  with  that.  They  have  been  talking  with  the  environmental 
community  and  the  export  community  and  look  forward  to  coming 
and  talking  to  the  Committee  about  that  forward  motion.  That  is 
a  big  challenge  and  I  think  a  very  important  response  to  Congress' 
concerns. 

The  Chairman.  I  am  struck  by  the  fact  of  your  own  political  his- 
tory and  I  think  it  is  very  important  that  we  have  bipartisan  Gov- 
ernment, not  just  in  terms  of  the  working  across  the  party  aisle 
here,  which  is  essential  and  something  that  I  work  hard  to  promote 
as  best  I  can,  but  also,  I  think,  in  the  very  fabric  of  Government. 
We  need  people  who  come  from  both  parties,  both  major  parties, 
who  bring  that  experience,  but  who  bring  the  same  objective,  and 
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that  is  how  do  we  make  the  system  work  and  how  do  we  sort 
through  these  questions  and  hear  the  philosophic  or  pohtical  points 
of  view  but  then  work  through  them  and  get  beyond  that  to  the 
question  of  what  constitutes  good,  sohd,  national  decisionmaking 
that  can  win  the  broad  support  of  people  generally,  regardless  of 
their  political  orientation. 

I  welcome  you  into  the  Government,  coming  as  you  do,  obviously, 
with  that  kind  of  spirit  and  that  kind  of  record.  I  think  the  en- 
dorsement comments  made  about  you  today  make  it  clear  that  you 
have  been  able  to  win  the  admiration  and  support  of  people  across 
the  board  because  of  your  own  objectivity  and  your  own  commit- 
ment to  a  high  standard  of  intellectual  effort  and  leadership.  I  ap- 
preciate that.  I  really  am  glad  that  you  are  willing  to  take  on  this 
particular  assignment  and  bring  to  bear  the  experience  that  you 
have.  I  think  you  can  make  a  difference  for  us  here  and  I  appre- 
ciate the  fact  you  are  willing  to  do  so  and  that  your  family  is  sup- 
portive of  that. 

Ms.  Belaga.  I  am  very  grateful  to  you.  I  am  really  looking  for- 
ward to  it.  It  is  a  unique  opportunity  and  I  am  excited  about  it. 
I  do  not  think  that  there  is  anything  partisan  about  good  jobs,  good 
exports,  and  a  strong  economy.  I  think  that  is  everybody's  goal. 

The  Chairman.  Very  good.  We  will  have  other  questions  for  you 
for  the  record. 

That  will  do  it  for  today.  The  Committee  stands  in  recess. 

[Whereupon,  at  12:15  p.m.,  the  Committee  was  adjourned.] 

[Prepared  statements,  response  to  written  questions,  and  addi- 
tional material  supplied  for  the  record  follow:] 
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PREPARED  STATEMENT  OF  SENATOR  ALFONSE  M.  D'AMATO 

On  the  Nomination  of  Janet  I>ouise  Yellen  to  be  a  Member  ok  the 
Board  of  Governors  of  the  Federal  Reserve  System 

Mr.  President,  I  rise  today  to  support  the  nomination  of  Janet  L.  Yellen  to  serve 
on  the  Board  of  Governors  of  the  Feaeral  Reserve  System.  Mr.  President,  Ms.  Yellen 
is  well  qualified  for  the  position. 

Educated  at  the  distinguished  Brown  University,  and  later  earning  a  Ph.D.  from 
Yale  University,  Ms.  Yellen  has  demonstrated  a  mastery  of  economics  and  monetary 
policy.  Through  her  extensive  published  research  and  her  prior  service  at  the  Fed- 
eral Reserve  as  an  Economist  in  the  Division  of  International  Finance,  she  has  dem- 
onstrated her  analytical  skills  to  assist  the  Fed  in  its  complex  mission  as  the  central 
bank  and  its  control  over  monetary  policy. 

More  importantly,  Mr.  President,  Ms.  Yellen  has  openly  expressed  the  importance 
of  securing  the  independence  of  the  Federal  Reserve  Board.  Congress  has  devised 
a  system  where  the  Federal  Reserve  is  accountable  to  the  Congress  and  can  best 
serve  the  American  people  by  focusing  on  long-term  growth.  Ms.  Yellen  has  pledged 
her  support  to  this  cause. 

Mr.  President,  I  recommend  that  this  body  support  the  nomination  of  Ms.  Janet 
Yellen  to  the  Board  of  Governors  of  the  Federal  Reserve. 


PREPARED  STATEMENT  OF  SENATOR  CHRISTOPHER  J.  DODD 

On  the  Nomination  of  Julie  D.  Belaga  to  be  a  Member  of  the 
Board  of  Directors  of  the  Export-Import  Bank 

Mr.  Chairman  and  Members  of  the  Committee,  it  is  my  great  pleasure  to  intro- 
duce to  the  Committee  a  long  time  Connecticut  resident  and  a  dedicated  public  serv- 
ant, Julie  Belaga.  Ms.  Belaga  is  before  the  Committee  today  as  the  President's 
nominee  to  be  a  Member  of  the  Board  of  Directors  of  the  Export-Import  Bank.  I 
commend  President  Clinton  for  his  selection  of  Ms.  Belaga  and  I  am  confident  that 
the  Committee  will  look  favorably  upon  this  nomination. 

Mr.  Chairman,  as  we  all  know,  exports  are  crucial  to  the  economic  base  of  this 
country.  Exports  make  our  companies  more  efficient  and  competitive  and  they  pro- 
vide essential  opportunities  for  the  working  men  and  women  of  America.  In  Con- 
necticut and  throughout  the  country,  experts  are  a  critical  source  of  high-paying, 
high-skill,  hi^-quality  jobs. 

Central  to  the  success  of  American  exports  is  the  role  of  the  Export-Import  Bank, 
which  provides  financing  assistance  for  American  companies  that  are  seeking  to 
gain  a  foothold  in  overseas  markets.  Last  year  the  Export-Import  Bank  supported 
$17  billion  in  American  exports,  its  highest  level  ever.  In  Connecticut,  Exim  sup- 
ported nearly  $80  million  of  exports  in  1993,  helping  to  create  or  to  sustain  thou- 
sands of jobs. 

I  have  every  confidence  that  the  work  of  the  Export-Import  Bank  will  be  strength- 
ened by  the  addition  of  Julie  Belaga  to  the  Board  of  Directors.  Julie  has  a  long  nis- 
tory  of  public  service  and  she  has  extensive  experience  in  important  management 
and  leadership  positions.  I've  had  the  pleasure  of  knowing  Julie  for  a  number  of 
years  and  I  can  assure  the  Committee  that  when  she  sets  ner  mind  to  something, 
she  knows  how  to  achieve  results. 

Julie  has  held  a  number  of  public  and  private  positions  during  her  distinguished 
career  in  Connecticut.  She  held  a  10-year  term  as  a  State  Representative  in  Hart- 
ford, from  1976  to  1986.  From  1987  to  1989  she  served  as  an  adjunct  lecturer  on 
Rublic  policy  at  Harvard  University  and  as  a  television  commentator  for  WTNH-TV, 
few  Haven's  ABC  affiliate. 

From  1987  to  1988  she  served  as  a  Presidential  Appointee  on  the  National  Advi- 
sory Council  on  Adult  Education.  More  recently,  Julie  has  also  served  as  a  member 
of  the  Board  of  Directors  of  the  Connecticut  Development  Authority,  a  State  invest- 
ment agency. 

Julie  has  had  extensive  exposure  to  environmental  issues,  a  matter  of  increasing 
importance  for  the  Export-Import  Bank.  From  1989  to  1993  she  served  as  the  Re- 
gional Administrator  for  the  Environmental  Protection  Agency  in  Boston.  After  leav- 
ing the  EPA,  Julie  became  Senior  Vice  President  of  Makovsky  &  Company,  launch- 
ing that  company's  Environmental  Services  Division. 

Julie's  expertise  in  environmental  issues  will  be  of  great  assistance  to  companies 
that  are  trying  to  tap  into  the  growing  worldwide  market  for  environmental  tech- 
nologies— a  market  that,  according  to  one  estimate,  could  reach  more  than  $300  bil- 
lion by  the  year  2000. 
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Over  the  course  of  her  distinguished  career,  Julie  has  received  a  number  of  cita- 
tions and  awards,  starting  with  being  named  the  Outstanding  Freshman  Legislator 
in  1977  and  later  being  named  one  of  the  Top  Ten  Legislators  of  the  Year  in  1985. 
She  has  also  been  the  recipient  of  the  Liberty  Bell  Award  for  Outstanding  Public 
Service,  in  1985,  the  Governor  John  Davis  Lodge  Award  for  Outstanding  Public 
Service,  in  1990,  and  the  Women  in  Management  Award,  also  in  1990. 

Clearly,  she  is  someone  who  has  excelled  at  her  field  and  who  has  been  recognized 
by  her  peers  and  her  associates  for  her  accomplishments. 

In  conclusion,  Mr.  Chairman,  I  know  that  the  Committee  will  move  quickly  to  ap- 
prove this  nomination  so  that  Julie  Belaga  can  take  her  position  at  the  Export-Im- 
port Bank.  I  commend  the  President  for  this  timely  and  well-considered  selection, 
and  I  look  forward  to  working  with  the  Committee  in  moving  this  nomination  for- 
ward. 


PREPARED  STATEMENT  OF  SENATOR  JOSEPH  I.  LTEBERMAN 

On  the  Nomination  of  Julie  D.  Belaga  to  be  a  Member  of  the 
Board  of  Directors  of  the  Export-Import  Bank 

Thank  you,  Mr.  Chairman.  I  am  delighted  to  be  here  today  to  speak  in  support 
of  President  Clinton's  nomination  of  Julie  Belaga  to  be  a  Director  of  the  Exim  Bank. 
I've  known  and  worked  with  Julie  for  over  20  years,  from  our  days  together  in  Con- 
necticut's State  Senate  through  her  recent  tenure  as  Regional  Administrator  for  the 
U.S.  Environmental  Protection  Agency.  She  is  currently  a  gubernatorial  appointee 
to  the  Board  of  Directors  of  the  Connecticut  Development  Authority,  and  she  serves 
on  the  Connecticut  Environmental  Industries  Initiative  Advisory  Board.  Julie  has 
demonstrated  two  abilities  critical  to  this  newest  honor;  she  can  imagine  a  long- 
term  vision  and  she's  tough-minded  enough  to  take  you  there. 

As  you  know,  the  Congress  has  assigned  new  environmental  responsibilities  to  the 
Exim  Bank.  Julie's  the  ideal  candidate  to  help  the  Bank  develop  a  system  for  as- 
sessing the  environmental  impacts  of  the  projects  it  considers  supporting. 

I  also  anticipate  that  Julie  will  be  an  aggressive  advocate  for  the  Exim  Bank's 
support  of  environmental  technology  exports.  I  know  she  believes,  as  I  do,  that  this 
"win-win"  proposition  will  create  high-paying  jobs  and  assist  in  the  global  effort  to 
reduce  pollution  and  other  environmental  risks. 

There  are  enormous  worldwide  business  opportunities  in  the  area  of  environ- 
mental technologies,  Mr.  Chairman.  The  Organization  of  Economic  Cooperation  and 
Development  estimates  the  annual  global  market  is  currently  $200  billion  and  pre- 
dicts that  it  could  climb  to  $300  billion  by  the  year  2000.  An  estimate  by  the  Envi- 
ronmental Business  Council  of  the  U.S.  places  the  market  at  $426  billion  by  1997. 

Unfortunately,  in  our  own  country,  U.S.  industries  have  been  losing  significant 
market  share  to  their  competitors  in  the  last  10  years,  notably  in  the  areas  of  air 
pollution  control  and  wastewater  treatment  technologies.  This  is  particularly  dis- 
appointing given  that  U.S.  industries  invented  many  of  these  technologies. 

Our  situation  isn't  much  better  worldwide.  Studies  cited  by  the  U.S.  Department 
of  Commerce  show  that  while  German  industries  export  between  30  and  40  percent 
of  all  the  environmental  technology  they  manufacture,  U.S.  industries  export  only 
between  5  and  10  percent  of  their  production. 

We  know  that  the  governments  of  our  economic  competitors  routinely  support  the 
development,  marketing,  and  export  of  new  technologies.  The  United  States  must 
also  help  its  businesses  take  advantage  of  these  new  opportunities.  We  need  to 
adopt  Government  policies  that  strengthen  the  development  of  this  industry  at 
home  and  encourage  efforts  to  export  the  technology. 

The  Exim  Bank  is  a  logical  place  to  start.  A  recent  report  by  the  Congressional 
Office  of  Technolo^  Assistance  suggests  that  it  hasn't  always  been  easy  for  small 
businesses,  in  particular,  to  get  assistance  from  the  Bank.  Smaller  and  new-to-ex- 

Sort  environmental  firms  are  often  not  even  aware  of  these  financing  mechanisms. 
•TA  also  noted  that  access  to  the  Bank  has  been  limited  because  it  only  has  six 
domestic  ofiices  and  no  overseas  offices;  Japan's  counterpart  bank,  on  the  other 
hand,  has  16  overseas  offices.  Julie  knows  the  importance  of  small  businesses  to  the 
future  of  our  economy,  and  she  has  worked  with  dozens  of  them  over  the  years;  I'm 
certain  shell  help  make  sure  they  have  access  to  the  Bank's  support. 

President  Clinton's  nomination  of  Julie  Belaga  to  be  a  Director  of  the  Exim  Bank 
signals  a  change  in  thinking  and  a  new  support  for  the  development  and  export  of 
U.S.  environmental  technologies.  I'm  very  excited  about  her  nomination  and  urge 
my  colleagues  to  move  it  as  quickly  as  possible.  Thank  you. 
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PREPARED  STATEMENT  OF  JANET  LOUISE  YELLEN,  PH.D. 

Concerning  Her  Nomination  to  be  a  Memhp:r  of  the  Board  of  Govh:rnors 

OF  the  Federal  Reserve  System 

Chairman  Ricgle,  Members  of  the  Committee,  I  am  pleased  to  appear  before  you 
today  as  President  Clinton's  nominee  to  serve  on  the  Board  of  Governors  of  the  Fed- 
eral Reserve  System.  I  am  deeply  honored  that  the  President  has  nominated  me  to 
serve  as  a  Member  of  the  Board. 

The  decisions  of  the  Federal  Reserve  affect  the  economic  well-being  of  all  Ameri- 
cans through  their  impact  on  output  growth,  job  creation,  inflation,  interest  rates, 
and  the  value  of  the  dollar.  The  Fed  also  has  important  regulatory  and  supervisory 
responsibilities  for  the  safety  and  soundness  of  the  banking  system,  for  the  integrity 
of  the  payments  mechanism,  for  the  enforcement  of  the  fair  lending  laws,  including 
the  Community  Reinvestment  Act,  and  for  other  consumer  issues. 

If  I  am  confirmed,  I  pledge  to  work  with  other  Members  of  the  Board  to  craft  a 
monetary  policy  geared  toward  "maximum  employment,  stable  prices,  and  moderate 
long-term  interest  rates" — the  goals  established  in  the  Federal  Reserve  Act — and  to 
faithfully  execute  the  regulatory  responsibilities  entrusted  by  Congress  to  the  Fed- 
eral Reserve  Board.  These  are  challenging  and  important  tasks  and  I  will  devote 
my  full  energies  to  carrying  out  these  duties  to  the  best  of  my  ability. 

Biography 

Before  commenting  on  some  of  the  issues  confronting  the  Federal  Reserve,  let  me 
briefly  describe  my  oackground  and  qualifications  for  the  position  as  Governor.  I 
was  bom  and  raised  in  Brooklyn,  New  York,  but  I  have  lived  in  California  since 
1980  where  I  serve  as  Bernard  T.  Rocca,  Jr.  Professor  of  International  Business  and 
Trade  at  the  Haas  School  of  Business  of  the  University  of  California  at  Berkeley, 
teaching  macroeconomics  and  international  economics  to  MBA's  and  executives.  My 
interest  in  economics  is  longstanding.  I  majored  in  economics  at  Brown  University, 
graduating  in  1967,  and  received  my  Ph.D.  in  economics  from  Yale  in  1971.  After 
that,  I  was  Assistant  Professor  in  the  Harvard  Economics  Department  from  1971 
to  1976  and  taught  at  the  London  School  of  Economics  and  Political  Science  from 
1978  to  1980.  From  1976  to  1978,  I  was  an  Economist  in  the  Division  of  Inter- 
national Finance  at  the  Federal  Reserve  Board. 

I  have  published  original  research  on  a  wide  variety  of  topics  relating  to  inter- 
national economics  and  macroeconomics.  My  research  has  explored  the  causes  of  cy- 
clical fluctuations  and  the  potential  for  monetary  policy  to  mitigate  them,  the  wage 
setting  policies  of  firms,  the  measurement  of  labor  market  slack,  and  the  impact  of 
macroeconomic  performance  on  job  switching  and  job  satisfaction.  I  have  also  stud- 
ied the  implications  of  globalization  for  international  investment  and  employment, 
the  linkages  between  exchange  rate  changes  and  the  U.S.  current  account  deficit, 
and  the  consequences  of  German  monetary  union  for  East  German  reconstruction. 

I  hope  that  this  broad  background  and  experience  have  equipped  me  with  the  an- 
alytical tools  and  historical  perspective  needed  to  analyze  emerging  trends  in  the 
domestic  and  world  economies  and  to  help  in  the  formulation  of  appropriate  mone- 
tary policies. 

Furthermore,  as  a  faculty  member  in  a  professional  school  of  management,  I  have 
been  immersed  in  the  problems  of  business  and  have  gained  an  appreciation  of  the 
economic  conditions  which  foster  a  willingness  on  the  part  of  firms  to  hire  and  train 
workers,  to  invest  in  plant  and  equipment,  and  to  undertake  new  research  and  de- 
velopment— the  investments  which  are  necessary  for  long-run  economic  growth  and 
enhanced  living  standards  of  American  families. 

The  Goals  of  Monetary  Policy 

Price  stability  should  be  a  central  goal  of  monetary  policy.  There  are  many  rea- 
sons for  according  high  priority  to  this  objective.  With  high  and  unstable  inflation, 
rofits  derive  disproportionately  from  outwitting  the  financial  system  rather  than 
rom  producing  the  products  that  consumers  need.  Inflation  creates  uncertainty  and 
distorts  price  signals,  complicating  business  planning.  Under  the  current  tax  sys- 
tem, higher  inflation  raises  the  cost  of  capital,  diminishing  the  incentives  to  save 
and  invest.  Inflation  erodes  the  wealth  of  small  savers  whose  assets  are  fixed  in  dol- 
lar terms.  And,  as  interest  rates  rise  to  compensate  for  inflation,  debt  service  bur- 
dens increase  as  a  fraction  of  income,  making  purchases  of  homes  and  cars 
unaffordable  for  many  families.  Workers  worry  about  how  to  cope  with  rising  prices 
and  meet  their  current  bills.  With  uncertainty  as  to  whether  wages  and  salaries  will 
keep  up  with  needs,  times  of  inflation  often  become  times  of  labor  strife. 

Many  factors,  including  fiscal  policy,  oil  prices,  exchange  rates,  wars,  and  produc- 
tivity shifts,  an"ect  the  behavior  of  prices  in  the  short  run.  But,  in  the  long  run,  in- 
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flation  on  a  sustained  basis  cannot  occur  unless  monetary  policy  accommodates  it. 
The  Federal  Reserve  controls  the  Nation's  money  supply,  and  thus,  the  FOMC  effec- 
tively determines  the  level  of  inflation  over  the  longer  term.  The  Fed's  responsibility 
is  to  choose  policies  that  are  designed  to  maintain  a  noninflationary  environment. 

The  second  objective  of  the  Federal  Reserve  should  be  to  keep  the  economy  grow- 
ing as  close  as  possible  to  the  "natural  rate  of  unemployment" — the  maximum  fea- 
sible employment  level  consistent  with  stable  inflation.  The  natural  rate  of  unem- 
ployment is  the  lowest  rate  of  unemployment  that  the  Fed  can  target  without  risk- 
ing accelerating  inflation.  My  goal,  as  a  Governor  of  the  Federal  Reserve  Board, 
would  be  to  confine  unemployment  to  this  level. 

My  personal  agenda  as  an  economist  has  been  to  understand  the  causes  of  unem- 
ployment and  discover  ways  to  alleviate  its  pain.  In  times  of  high  unemployment, 
workers  who  lose  their  jobs  face  the  terror  of  being  unable  to  support  themselves 
and  their  families.  The  toll  of  high  unemployment,  Uke  that  of  a  regressive  tax,  falls 
most  heavily  on  groups  in  the  work  force  that  are  least  able  to  bear  the  burden. 

Young  workers  deprived  of  gainful  employment  may  have  careers  which  are  per- 
manently stunted  because  they  cannot  develop  the  skills  which  are  critical  to  their 
long-term  job  prospects. 

In  addition,  in  times  of  high  unemployment,  even  those  who  have  work  often  be- 
come stuck  in  jobs  and  places  where  they  are  unhappy,  with  limited  possibilities  to 
move. 

A  slack  economy  lowers  corporate  profits,  diminishing  the  ability  of  firms  to  invest 
and  fund  R&D,  and  creates  unused  capacity,  diminishing  their  incentives  to  add  to 
capacity. 

Through  this  channel,  high  unemployment  harms  long-term  living  standards.  A 
rough  rule  of  thumb  is  that  each  percentage  point  of  unemployment,  in  excess  of 
the  natural  rate,  costs  the  economy  about  2  percent  of  GDP — roughly  $130  billion 
in  today's  economy.  Thus,  the  costs  of  unemployment  are  great  and,  as  a  Governor 
of  the  Federal  Reserve,  I  would  do  my  utmost  to  maintain  the  maximum  feasible 
level  of  employment  consistent  with  the  achievement  of  price  stability. 

The  Tactics  of  Monetary  Policy 

In  the  short  run,  the  Federal  Reserve  faces  a  tradeoff  between  the  goals  of  low 
inflation  and  high  employment.  But  a  monetary  policy  which  pushes  the  economy 
beyond  its  potential  for  the  sake  of  current  job  gains  is  shortsighted  and  ultimately 
unfair  to  American  workers.  Such  gains  are  transitory — a  loan  which  must  be  re- 
paid in  the  form  of  job  losses  at  a  later  date.  The  pursuit  of  job  gains  in  the  short 
run,  in  excess  of  what  the  economy  can  sustain,  engenders  inflation,  and  later  job 
losses  constitute  the  cost  of  bringing  inflation  down.  The  recession  of  1982-83  illus- 
trates the  enormous  price  that  workers  and  businesses  paid  to  bring  inflation  under 
control  after  it  built  up  in  the  1970's.  Having  incurred  such  a  high  price  to  lower 
inflation  then,  it  would  be  foolhardy  now  to  squander  the  fruits  of  this  efibrt. 

I  join  the  Federal  Reserve  at  a  time  when  the  macroeconomic  fundamentals  are 
sound.  Inflation  is  the  lowest  it  has  been  in  almost  20  years,  except  for  a  brief  pe- 
riod in  1986  when  oil  prices  were  tumbling,  and  with  strong  GDP  growth,  the  unem- 
ployment rate  has  declined  substantially.  I  believe  that  the  Federal  Reserve's  major 
goal  at  this  juncture  should  be  to  create  monetary  conditions  conducive  to  stable 
real  growth  at  a  pace  matching  the  economy's  growth  in  potential  output. 

This  is  a  challenging  task.  The  impact  oi  Federal  Reserve  policies  on  the  economy 
occurs  with  a  substantial  lag,  and  random  shocks  and  uncertainties  concerning  the 
strength  of  kev  economic  linKages  make  forecasting  difficult.  I  agree  with  the  Fed's 
decision  to  reduce  monetary  stimulus — before  the  emergence  of  obvious  inflationary 
pressure — in  order  to  avoid  overshooting  the  natural  rate.  On  the  other  hand,  the 
appropriate  amount  of  tightening  involves  some  guesswork  and  it  is  difficult  to 
know  whether  the  actions  that  have  been  taken  thus  far  will  prove  sufficient  to  pre- 
vent overheating,  insufficient  to  the  task  at  hand,  or  even  excessive. 

The  role  of  a  Fed  Governor  now,  as  always,  is  to  monitor  every  available  economic 
indicator  in  order,  continually,  to  update  forecasts  of  economic  performance  and  to 
make  needed  policy  readjustments,  constantly  balancing  the  risk,  on  the  one  hand, 
of  choosing  a  monetary  policy  which  is  too  expansionary,  threatening  overfieating 
of  the  economy,  and  on  the  other,  of  a  policy  which  is  too  tight,  threatening  jobs 
and  income  growth.  This  is  a  difficult  task,  and  no  simple  formula  or  single  perform- 
ance indicator  (including  the  price  of  commodities,  gold,  bonds,  stocks,  or  currencies, 
fluctuations  in  inventories,  durable  goods  orders,  monetary  aggregates,  retail  sales, 
and  so  on),  should  receive  undue  attention.  Instead,  the  job  of  a  Governor  is  to  make 
reasoned  judgments  about  likely  future  trends  in  light  of  all  of  the  available  eco- 
nomic data.  In  this  task,  I  hope  to  make  a  constructive  contribution  to  the  woric  of 
the  Board. 
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I  am  a  strong  believer  in  the  independence  of  the  Federal  Reserve.  A  policy  regi- 
men geared  toward  long-term  economic  health  must  avoid  the  temptation  to  conduct 
policies  which  overheat  the  economy  for  short-term  gains.  Occasionally,  a  dose  of 
Sitter  medicine  must  be  administered  for  health  to  be  restored.  Congress  wisely  de- 
vised a  system  which  enables  the  Federal  Reserve  to  take  the  long  view.  I  believe 
that  this  system  best  serves  the  interests  of  the  American  people  and  ultimately  en- 
hances economic  performance.  I  also  appreciate  the  necessity  for  accountability  on 
the  part  of  the  Fed  to  Congress  and  ultimately  to  the  American  people.  If  I  am  con- 
firmed, I  pledge  my  full  cooperation  in  this  process. 

In  conclusion,  I  would  like  to  thank  the  Committee  for  the  speed  with  which  this 
hearing  has  been  scheduled.  In  my  opening  remarks  I  have  focused  on  just  one  of 
the  responsibilities  of  the  Federal  Reserve — the  conduct  of  monetary  policy.  I  am 
well  aware  of  the  many  other  duties  of  the  Federal  Reserve,  with  respect  to  the  su- 
pervision and  regulation  of  the  banking  system,  and  am  learning  more  about  the 
challenging  policy  issues  confronting  Congress  and  the  Federal  Reserve  in  such 
areas  as  product  line  deregulation,  enforcement  of  fair  lending  laws,  reduction  of 
regulatory  burden,  and  possible  measures  to  reduce  any  risks  posed  by  derivative 
instruments  to  the  safety  and  soundness  of  the  financial  system. 

I  will  be  happy  to  answer  any  questions  that  you  might  have. 
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Keynesian  Economics.  Vol.  1.  Imperfect  Competition  and  Sticky  Prices.  N.  Gregory 
Mankiw  and  David  Romer.  editors.  MIT  Press.  199). 
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Qualifications: 


Slate  fully  your  qualifications  to  serve  in  the  position  to  which  you  have  been  named, 
(anacn  sneet) 


SEE  ATTACHED 


Future  emoiovment 

relationsnics:  1.   Indicate  wnether  you  will  sever  all  connections  with  your  present  employer,  ausiness 

firm,  association  or  organization  if  you  are  confirmed  by  the  Senate. 


I  will  initially  be  on  leave  of  absence  froTn  the  University  of 
California,  Berkeley. 


2.  As  far  as  can  be  foreseen,  state  wnetner  you  have  any  plans  after  completing  govern- 
ment service  to  resume  employment,  affiliation  or  praaice  with  your  previous  em- 
ployer, susiness  firm,  association  or  organization. 

SO 


3.  Has  anybody  made  you  a  commitment  to  a  |0b  after  you  leave  government? 

NO 


4.   Do  you  expect  to  serve  the  full  term  for  which  you  have  oeen  appointed? 
YES 
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Qualifications: 


My  knowledge  and  experience  in  ihe  fields  of  macroeconomics  and  international  economics 
qualify  me  for  this  position. 

I  have  published  original  research  on  a  wide  variety  of  topics  in  international  and 
macroeconomics.     I  am  best  known  for  my  work  exploring  the  causes  of  price  aiid  wage 
rigidity.  This  work  provides  a  basic  rationale  for  the  use  of  monetary  policy  to  stabilize  the 
eccr.omy.    My  research  on  macroeconomics  has  also  explored  wage  setting  policies  of  firms 
and  their  impact  on  unemployment,  alternative  measures  of  unemployment,  and  the  impact 
of  macroeconomic  performance  on  job  switching  and  job  satisfaction.    In  international 
economics,  1  have  studied  the  linkages  between  exchange  rate  changes  and  the  U.S.  current 
account  deficit  and  examined  the  implications  of  German  monetary  union  for  East  German 
reconstruction.     1  have  also  published  papers  in  the  field  of  industrial  organization.  This 
background  prepares  me  to  analyze  the  wide  range  of  monetary  policy,  and  inicrnationai 
and  regulatory  issues  confronting  the  Federal  Reserve  Board. 

I  have  served  on  the  faculty  of  the  Walter  A.  Haas  School  of  Business  Administration  at 
the  University  of  California.  Berkeley  since  1980  where  I  have  taught  international  and 
macroeconomics  in  the  MB.A  and  executive  education  programs  of  the  School.    I  have  been 
Professor  since  1986  and  was  named  to  the  Bernard  T.  Rocca  Jr.  Chair  of  International 
Business  and  Trade  in  1992.    I  am  also  a  two-time  winner  of  the  Earl  F.  Cheit 
Distinguished  Teaching  Award. 

I  received  my  B.A.  summa  cum  laude  from  Brown  University  in  1967  and  my  Ph.  D.  in 
economics  from  Yale  University  in  1971.    From  1971  to  1976  I  was  on  the  faculty  at 
Harvard  University,  after  which  I  served  as  an  economist  in  the  International  Finance 
Division  of  the  Federal  Reserve  Board.    I  was  a  faculty  member  at  the  London  School  of 
Economics  and  Political  Science  before  moving  to  Berkeley. 

I  currently  serve  as  a  Senior  Adviser  to  the  Brookings  Panel  on  Economic  Activity  and  as  a 
member  of  the  Economics  Panel  of  the  Congressional  Budget  Office.    I  have  acquired 
administrative  experience  by  twice  serving  as  Chairperson  of  the  Economic  Analysis  and 
Policy  Group  of  the  Haas  School  of  Business  and  as  Director  of  its  International  Business 
Program. 
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Potential  conflicts 

of  interest:  1.   Describe  any  financial  arrangements  or  deferred  compensation  agreements  or  other 

continuing  dealings  witti  fiusiness  associates,  clients  or  customers  who  will  be  af- 
fected by  policies  wnicn  you  will  influence  m  the  position  to  wmcn  you  have  oeen 
ruminated. 

NONE 


2.  List  any  investments,  obligations,  liabilities,  or  other  reiationshios  which  mignt  involve 
potential  conflicts  ot  interest  with  the  position  to  wmcn  you  nave  seen  nominated. 
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Sconoaic  Accivitv 

Cescribe  any  business  relationship,  dealing  or  financial  transaction  (other  than  tax- 
payingj  wni;h  you  have  had  Curing  the  iast  '.0  years  witn  the  ."ideral  Government, 
whetner  for  yourself,  on  cenaif  of  a  client,  or  acting  as  an  agent,  that  mignt  in  any 
way  constitute  or  result  in  a  possible  conflict  of  interest  with  the  position  to  wmcn  you 
have  oeen  nominateo. 

NOSE 
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*.  List  any  loCSymj  activity  Curing  the  oast  10  years  in  wmcn  you  have  engaged  lor  the 
purpose  of  Sirec'.iy  or  inairectly  influencing  the  passage,  oeteat  or  moOilication  of 
any  legislation  at  tne  national  level  of  government  or  affecting  the  aOmmistration  and 
execution  of  national  law  or  puOlic  policy. 

NONE 


5.   Ltolain  now  you  will  resolve  any  potential  conflict  of  interest  that  may  be  disclosed  by 
your  responses  to  the  aoove  iterris. 

I  ■-ill  sell  shares  in  these  investnents  and  resign  from  advisor^ 

positions . 

Civil,  caminal  and 
investigatory 

actions;  1.  Give  the  full  details  of  any  civil  or  criminal  proceeding  in  which  y;u  were  a  defencant 

or  any  incuiry  or  investigation  by  a  Federal.  State,  or  local  agency  in  wmch  you  were 
the  suoiect  of  the  inouiry  or  investigation. 


2.  Give  the  full  details  oi  any  procseoing.  inauiry  or  investigation  by  any  professional 
association  inciuoirg  any  car  association  in  wnicn  you  were  the  suciect  ot  the  pro- 
ceecing.  incuiry  or  investigation. 
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PREPARED  STATEMENT  OF  JULIE  D.  BELAGA 

Concerning  Her  Nomination  to  be  a  Member  of  the  Board  of  Directors 

OF  THE  Export-Import  Bank 

Mr.  Chairman  and  Members  of  the  Committee,  it  is  an  honor  to  testify  before  you 
on  my  nomination  by  the  President  as  a  Director  of  the  Export-Import  Bank  of  the 
United  States  ("Exim  Bank").  This  is  a  unique  opportunity  for  me  and  a  truly  su- 
perb distinction.  This  is  also  a  very  proud  moment  lor  me  and  my  family. 

For  the  past  22  years,  I  have  had  a  career  as  a  public  servant  in  both  elective 
and  appointive  office.  If  confirmed,  the  position  at  Exim  Bank  brings  together  all 
of  those  years  of  service  and  enables  me  to  employ  the  skills,  interests,  and  abilities 
that  I  have  developed.  The  thought  of  making  a  real  difference  is  exhilarating. 

This  past  year  and  a  half,  I  have  served  on  the  Board  of  Directors  of  the  Connecti- 
cut Development  Authority.  That  organization's  challenge  dovetails  with  the  mission 
of  Exim  Bank.  The  goal  is  to  enhance  the  export  of  the  State's  products  and,  in 
doing  so,  increase  the  number  of  high-wage  and  high-value  jobs  for  Connecticut 
workers.  That  is  the  basis  for  what  Exim  Bank  does. 

Furthermore,  under  the  very  able  direction  of  Ken  Brody,  the  Chairman  and 
President,  Exim  Bank  is  committed  to  important  challenges,  two  of  which  relate  di- 
rectly to  one  area  of  my  expertise,  the  environment.  The  Bank  is  developing  a  set 
of  environmental  procedures  to  more  carefully  and  effectively  consider  the  environ- 
mental effects  of  a  project  that  Exim  Bank  may  support.  I  have  had  3  years  of  expe- 
rience as  the  Regional  Administrator  of  the  sIa  New  England  States  for  the  Environ- 
mental Protection  Agency.  If  confirmed,  I  will  help  guide  the  design  of  a  system  that 
will  meet  the  Administration's  environmental  goals  and,  at  the  same  time,  assure 
that  job  creation  and  export  opportunities  move  forward  in  a  timely  and  efficient 
fashion. 

Exim  Bank  has  also  started  a  bold  initiative  to  stimulate  the  export  of  environ- 
mental goods  and  services.  The  United  States  has  been  on  the  cutting  edge  of  devel- 
oping a  diverse  range  of  technologies  to  deal  with  our  precedent-setting  environ- 
mental laws.  Those  technologies  are  now  tried  and  tested  and  have  the  potential 
to  be  an  important  part  of  our  export  portfolio.  It  is  a  job  that  begs  for  energy  and 
creativity. 

Your  Committee,  through  the  Trade  Promotion  Coordinating  Committee  legisla- 
tion, has  created  the  blueprint  for  well-coordinated,  user-friendly  trade  promotion 
systems  that  emphasize  assistance  to  small-  and  medium-sized  businesses,  as  well 
as  large  businesses.  One-stop  shopping,  unified  export  promotion,  outreach  to  small 
business,  coordinated  and  consistent  training  programs,  and  a  truly  user-friendly 
system  are  all  part  of  the  United  States'  new  dynamic  export  promotion  strategy. 

As  the  Committee  is  aware.  Chairman  Brody  is  committed  to  implementing  that 
blueprint.  If  confirmed,  I  will  eagerly  lend  him  a  helping  hand. 

Exim  Bank  is  not  a  new  bank.  It  has  a  proud  60-year  history.  Under  the  able 
leadership  of  Ken  Brody  and  Tino  Kamarck,  the  Bank  is  charting  new  territory.  I 
relish  the  opportunity  to  be  a  part  of  that  high  energy  level  team.  I  am  committed 
to  make  all  of  their  goals  and  your  goals  a  reality. 

I  look  forward  to  working  closely  with  the  Committee.  Mr.  Chairman,  I  would  be 
pleased  and  proud  to  answer  any  questions  you  or  the  Committee  may  have. 
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STATEMENT  FOR  COMPLETION  BY  PRESIDENTIAL  NOMINEES 


Name: 


Belaya 


Julie 


Position  to  which   Board   of   Directors  -   Ex- la   Bank 
nominated: 


Date  of  birth:       12         Julv      1930      Place  of  birth:     Rnsrnn.    ma 

(OAn  (MOfTTNl  .TLAJI 

Harried 


Date  of 

nomination: 


Marital  status: 


Name  and  ages 

of  children:      P'^^^   Sue   Belaga   -   ^.0 


Full  name  of  spouse; Myron  W.    Be]jga 


David    3oren    Belaga   -    39 
Heather   Gail    Belaga   -30 


Education: 


Institution 


Dates 

attended 


Degrees 
received 


Dates  of 
aegre«! 


Syracuse  University 


B.S.  Education    1951 


Honors  and  awards:  List  below  all  scholarships,  fellowships,  honorary  degrees,  military  medals,  honorary  society 
memberships,  and  any  other  special  recognitions  for  outstanding  service  or  achievement. 

Women  In  Management  Award  -  1990 

Gov.  John  Davis  Lodge  Award  for  Outstandirg,  Public  Ser/ice   I99Q 

Fellow  -  Institute  of  Politics  Kennedy  Scnool  of  Goverrj;enc 

Han/arc  Universitv  -  1987 


Liberty  Bell  Award  -  Outscandins  Public  Ser-.-ice 


-estoort  Bar  Assoc.  -  i9S3 


2D   Ten  Legislators  of  the  Year  Hartfora  Courant   '.963 


VV.'CA  Salute  to  Women  Awara  -  1963 


Outstanding  Freshman  Legislator  Connecticut  Magazine 
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Memberships:  List  below  all  membershios  and  ortices  held  in  professional,  fraternal,  business,  scholarly, 

civic,  charitable  and  other  organizations. 

Otfice  n»kj 
Orgjnizalion  (i(  any)  D»t« 


Women's  Campaign  School  of 
alp  lln^vpr.=  ■^  ry Brd  or  Directors  1994 


^ 


ruse  For  Puoiic  Land        Advisory  Board  1993-1994  Resigned 


1984-1987 


Multiple  Sclerosis  Society   Brd  of  Directors 

five  Town  Foundation        Brd  of  Trustees  1982-1986 

Newlngton  Children's  Hospital  Corporator 1986-1989 

League  or  Women  Voters  of  Westport  President  1971-197: 

League  of  Women  Voters  of  CT  Brd  of  Directors  1973-1975 
irairtield  County  Coop  Foundation  Grant  Resource  Panel    1982-1989 

Sacred  Heart  University       President's  Council  1984-1086 

CLAbf  Group  Home  for  the  Retarded   Director  1984-1986 

Young  Playvrights  of  Fairfield  County  Advisory  Brd  t983-[939 


Employment  record:  List  below  all  positions  held  since  college,  including  the  title  or  description  of  job.  name  of 
employment,  location  of  worK.  and  dales  of  inclusive  employment. 

Senior  Vice  President       Makovsky  i  Co 

Environmental  Public  Relations 

245  Fifth  .\venue.  New  York.  NT a/qt  -  '.  /i;/. 

Regional  Administrator  EPA 

^eg^°"  I JFK  Bldg..  Boston.  MA n  /QO  -  1  /oi 

Television  Commentator   HTNH-TV 

Eln  Street   New  Havpr' .  PT n-'/9<j  -  n  /RQ 

Adjunct  Lecturer  Kennedy  School  of  Government         02/89  -  4/89 

Har-jard  'Jniversicv   C^ir^nr-i  Hgp ,  "4     07 /ga  -  /, /os 

Fellow  Institute  of  Politics 

Harvard  University  Ca-Tihndqp,  M4 01  19.1   -  ^  /g7 

State  Reoresentative  "  '^""^^  °^"  Representatives 
\ The  Caoitol  Hartford.  "T lOTt,  _  loof, 

Wright-Patterson  .Air  Force  Base 
Secretary Davton.  Ohio 0  /';'!  -  ^  /S4 

Quincy  Public  School 
Teacher Quincv,  M.A q  / s ?  -  ~  !^->, 
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Government 

experience:  List  any  experience  m  or  direct  association  with  Federal.  Slate,  or  local  governments,  in- 

cluding any  advisory,  consultative,  honorary  or  other  part-time  service  or  positions. 

United  States:   EPA  -  10/89  -  1/93 

Natl.  Advisory  Council  on  Adult  Education  -  1987  -  1988 
Connecticut:   Board  oC  Directors  -  Connecticut  Uevciopment  AuLliuilLy 

2/93  -  4/94 
House  oc  Representatives  -  1976  -  lyBb 


Coastal  Area  Management  Advisory  Board   1974  -  1976 

Westport:   Representative  Tovm  Meeting  -  1975  -  1976 
Planning  &  ioning  Commission  -  1972  -  1975 


Published 

writings:  List  the  titles,  publishers  and  dates  o(  books,  articles,  reports  or  other  published  materials 

you  have  wnrten. 

NONE  


Political 
affiliations 

and  activities:         List  all  memberships  and  oMices  held  m  and  services  rendered  to  aU  political  parties  or 
election  commiriees  during  the  last  10  years 
Republican   Candidate   tor  Governor   -    1986 

State   Representative   I36th  District   -   1976  -    1986 

Finance  Comnittee   Re? .    Jo   Fuchs   -    1988,    1990   i    199.. 

Deieeate   Cong.    Christopher   Shavs   Convention  -    1988 

Delegate    to   Republican   State   Conventions    -    19S0,    32,    34    t,    36 
Delegate    to    Republican   National   Caaventicns    -    1980   and    '.934 


Repuplican   Women    of    Westport    1972   -    199- 
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Politic;il 

contributions:  Itemize  all  political  contributions  ol  S500  or  more  to  any  individual,  campaign  organiza- 
tion, political  party,  political  action  committee  or  similar  entity  during  the  last  eight 
years  and  identify  the  specific  amounts,  dates,  and  names  of  the  recipients. 

The  only  campaign  Co  uh-lr-h  T  hav>.  gHi/on  ^..^t-o  rh^n  <;';nn  <o  „y   r.,.rr> 

campaign  for  Governor  of  the  State  of  Connecticuc  In  1986.   T 

contributed  S26.000.  to  that  campaign. 


Qualifications:  State  fully  your  qualifications  to  serve  in  the  position  to  which  you  have  been  named. 

(iRjcn  sneet) 

See  Attached 

Future  employment 

relationsnips;         1.  indicate  whether  you  will  sever  all  connections  with  your  present  employer,  business 
firm,  association  or  organization  if  you  are  confirmed  by  the  Senate. 

I  have   severed   all   connections  with  2y  aosc   recent   eniplover. 


2.  As  far  as  can  be  foreseen,  state  whether  you  have  any  plans  after  completing  govern- 
ment service  to  resume  employment,  affiliation  or  practice  with  your  previous  em- 
ployer, business  firm,  association  or  organization. 

I  have  no  plans    to   resume   eraDlovmen^  vich  mv   previniK;   °'^p1nyp'-. 


3.   Has  anyboay  made  you  a  commitment  to  a  job  after  you  leave  government? 

i.   Do  you  expect  to  serve  the  full  term  tor  which  you  have  been  appointed? 
Yes.    I    expect    to    ser\'e    the    fi;'^     '^' — . 
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4  Attached     Qualifications 


I  believe  that  I  vould  bring  important  qualifications  to  the  job  of 
Director  of  Ex-Im  Bank.  The  Bank  has  taken  on  new  initiatives  in 
the  past  two  years.  Included  in  its  aggressive  plan  is  the 
davelopment  of  relevant  environmental  programs.  The  Bank  has  begun 
to  craft  regulations  to  be  used  to  assure  that  environmental 
aspects  of  Ex-Im  Bank  transactions  are  given  proper  consideration. 
They  have  also  committed  to  a  major  initiative  to  nurture  and 
expand  their  program  for  the  export  of  American  environmental 
technology. 

My  environmental  credentials  are  right  on  target  to  meet  those  two 
challenges.  For  three  years  I  headed  up  the  SPA's  office  in  Region 
One  (New  England) .  I  have  comprehensive  knowledge  and  appreciation 
of  federal  environmental  laws  and  understand  the  challenges  and 
pressures  that  these  rules  and  regulations  bring  to  the  business 
community.  The  major  task  for  the  Bank  will  ba  to  balance  the 
vital  environmental  needs  of  the  nation  with  the  stated  goal  of  Ex- 
Im  Bank  for  job  creation  and  export  development. 

Furthermore,  Ex-Im  Bank  has  made  a  very  strong  commitment  to 
broadening  the  country's  export  of  environmental  technologies. 
This  is  a  market  that  has  been  untapped  for  too  long.  As  a  nation 
we  led  the  way  in  environmental  laws  and  regulations.  That  reaped 
an  exceptional  array  of  important  technologies.  We  need  to  market 
those  technologies  aibroad.  It  is  the  perfect  marriage  of  job 
creation  and  environmental  protection. 

Not  only  do  I  understand  and  endorse  the  environmental  agenda  that 
Ex-Im  Bank  has  staked  out  for  itself,  but  I  also  have  experience 
with  development  agencies.  As  a  member  of  the  Board  of  Directors 
of  the  Connecticut  Development  Authority,  I  worked  directly  on  the 
approval  of  loans,  grants  and  guarantees.  This  is  precisely  the 
type  of  program  being  handled  by  Ex-Xm  Bank. 

Because  I  have  both  environmental  expertise  and  development 
authority  experience,  I  think  that  I  am  in  a  unique  position  to 
bring  a  wide  range  of  targeted  qualifications  to  this  job. 


Finally,  I  believe  that  I  bring  an  added  asset  because  of  my  10 
years  of  elected  experience  in  state  government  and  6  years  in 
local  government.  I  am  able  to  take  a  look  at  what  federal 
agencies  are  proposing  and  ujiderstzmd  the  connection  to  and  impacts 
on  local  and  state  government,  and  I  can  anticipate  the  likely 
private  sector  response. 

Altogether  these  qualifications  win  serve  me  well  as  I  seek  to 
serve  the  public  through  my  participation  on  the  Board  of  Ex-Im 
Bank. 
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Potential  conflicts 
of  Interest: 


1.  Describe  any  financial  arrangements  or  deferred  compensation  agreements  or  other 
continuing  dealings  with  business  associates,  clients  or  customers  who  will  be  af- 
fected by  policies  which  you  will  influence  in  the  position  to  which  you  have  been 

nominated. 

I  have  no  financial  arrangements  or  deferrpd  rnn.p.n„r^n., 

agreements  vjch  business  associaces.  clients  or  cust:omers  which 
would  influence  me  in  the  position  to  which  I  have  been  nominated. 


2.   List  any  investments,  obligations,  liabilities,  or  other  relationshios  which  might  involve 
potential  conflicts  of  interest  with  the  position  to  which  you  have  been  nominated. 

Neither  my  husband  or  I  have  investments  that  we  believe  would 

involve  a  potential  conflict  of  interest. 


Describe  any  business  relationship,  dealing  or  financial  transaction  (other  than  tax- 
paving)  which  you  have  had  during  the  last  10  years  with  the  rederal  Government, 
wnether  tor  yourself,  on  behalf  of  a  client,  or  acting  as  an  agent,  that  might  in  any 
way  constitute  or  result  in  a  possible  conflict  of  interest  with  the  position  to  wnich  you 
have  been  nominated. 


None 
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Lis(  any  lobbving  activity  during  the  oast  10  yean  m  which  you  have  engaged  lor  the 
purcxise  ol  directly  or  indirectly  mtluencing  ihe  passage,  deleal  or  modilication  ol 
any  legislation  at  the  national  level  ol  government  or  aMecling  Ihe  administration  and 
execution  ol  national  law  or  public  policy. 

None 


Civil,  cuminal  and 
investigatory 
actions: 


5.    Explain  how  you  will  resolve  any  potential  conllict  ol  interest  that  may  be  disclosed  by 
your  responses  to  the  above  items. 

I  have  already  taken  steps  to  sell  the  stocks  vhirn  t  n^.„    .\,^r   .r..;--.- 
have  presented  a  conflict.   (Molten  Metal  Technology  '.  ^np-no  '-.-.^,.  =  r,y\    . 


1.   Give  the  full  details  of  any  civil  or  criminal  proceeding  in  which  y^u  were  a  defendant  . 
or  any  inquiry  or  investigation  Dy  a  Fe<jeral.  Slate,  or  local  agency  m  wr.icn  you  were 
the  suDiect  ol  the  inquiry  or  investigation. 

In  1992  a  disgruntled  retired  employee  allegpH  -n  ^.\n   -k^>  ^  'n-rgnnization 

that  I  iaoleaentec  a;  Region  I/E?..i  ■-as  ions  r>r  pn1-.T--^^:  -Tc-ic. ^^he 

reorganization  was  cne  result  of  alaost  three  years  of  analysis  and 
rp^'Vrrpr,  ;;i-  sonoorn  :gr  '.lit    ..eeC  Ju:  ^^^O'jr.I^bility  m  reoeral  government . 
It  is  jy  unaerstanaing  that  the  ensuing  reor:;.ir:  7 -'- -n  Hag  ^■^rs^r•.    rirhir-T-; 
ana  is  wor.<ing.   >io  political  appointnients  --ere  involved  and  the  re- 


'.   rsi,-  cixiano  .tegi'.;'.!  I  .^'^.i    ...d   JL.".<jr  reaions  m  tne  nation. 
(A  copy  01  the  SAO  report  is  atrarhp.-:.  , . ■ 


2.  Give  the  full  details  ol  any  proceeding.  inauir\'  or  investigation  by  any  protessionai 
association  inciuomg  anv  oar  association  in  wmcn  you  were  the  suoiect  01  the  pro- 
ceeoing.  inauiry  or  investigation 

None 
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United  States 

General  Accoanting  OfTlce 

Washington,  D.C.  20548 


General  Government  Division 


May   5,    19  94 


RECEIVED 

MAY  0  9  1994 

OWOe  OF  TJ«  fiESmy.  >OMMS7aATCfi 


Ms .  Nancy  Grantham 

Assistant  to  the  Regional  Administrator 

Environmental  Protection  Agency 

JFK  Federal  Building 

Boston,  Massachusetts  02203 

Dear  Ms.  C^rantham: 

In  response  to  your  inquiry  regarding  our  report  on  conversions 

and  appointments  during-  the  1992  presidential  transition,  this 
is  a  summary  of  what  we  found  regarding  an  allegation  in  the 
Environmental  Protection  Agency's  Region  I.   The  allegation  was 
as  follows: 

The  Regional  Administrator,  Region  I  is  going  ahead  with  a 
reorganization.   The  reorganization  will  demote  the  role 
of  the  Office  of  Environmental  Review  by  making  it  part 
of  the  Public  Relations  Office. 

Our  objective  in  reviewing  allegations  was  to  determine  if  the 
events  underlying  the  allegations  had  occurred.   If  the  events 
had  occurred  and  the  allegations  Involved  a  reorganization,  we 
tried  to  determine  if  the  reorganization  had  been  planned  or 
took  place  before  the  presidential  transition  period  and 
whether  new  positions  were  being  created  for  political 
appointees . 

The  Director,  Management  and  Organization  Division,  told  us 
that  the  reorganization  was  being  considered,  but  did  not  agree 
that  the  reorganization  would  demote  the  role  of  the  Office  of 
Environmental  Review.   The  Chief,  Agency  Management  Analysis 
Branch,  added  that  the  idea  for  the  reorganization,  "resulted 
from  a  1991  review  and  was  more  foirmally  formulated  in  the  fall 
of  1992.   While  the  plan  was  officially  submitted  for  approval, 
the  Environmental  Protection  Agency  had  not  approved  it  as  of 
June  1993.   The  Chief  told  us  that  the  reorganization  involved 
25  positions,  of  which  22  would  involve  moving  people 
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internally;  3  would  be  filled  by  new  hires.   The  Chief  said 
that,  to  his  knowledge,  no  political  appointees  were  involved 
in  this  reorganization. 


I  hope  this  information  is  helpful. 
Sincerely  yours. 


Aoj^^u^xB- 


James  J.  Grace 

Senior  Evaluator,  Federal  Human 
Resource  Management  Issues 
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RESPONSE  TO  WRITTEN  QUESTIONS  OF  SENATOR  RIEGLE 
FROM  JANET  LOUISE  YELLEN 

Dear  Mr.  Chairman: 

I  am  pleased  to  provide  mv  responses  to  the  additional  questions 
which  you  forwarded  to  me  following  my  nomination  hearing  before 
the  Committee. 

I  would  like  to  express  my  appreciation  to  you  and  the  other 
Members  of  the  Committee  and  to  Committee  staff  for  the  cour- 
tesies extended  to  me,  and  I  look  forward  to  working  with  the  Com- 
mittee. 

Sincerely, 
Janet  L.  Yellen 

Q.l.  European  employment  rates  are  currently  averaging  about 
twice  the  U.S.  rate  and  only  part  of  that  difference  is  cyclical.  Their 
rates  used  to  be  much  lower  than  ours.  What,  in  your  view,  ex- 
plains that  shift,  and  are  there  any  lessons  there  for  us  on  how  to 
reduce  our  average  unemployment  rates? 

A.1.  Over  the  last  decade,  unemployment  rates  generally  have  been 
higher  in  the  European  Community  than  the  United  States,  even 
after  accounting  for  differences  in  macroeconomic  conditions.  This 
enormous  increase  in  unemployment  in  the  European  Community 
is  a  puzzle,  especially  in  light  of  the  fact  that  other  OECD  coun- 
tries (Austria,  Switzerland,  the  Nordic  countries,  and  Japan),  have 
not  experienced  rises  in  unemployment  of  comparable  magnitude. 
Several  factors,  rather  than  any  single  cause,  appear  to  have  com- 
bined to  produce  this  result. 

One  factor  at  work  may  be  the  failure  of  European  workers'  real 
wage  targets  adequately  to  adjust  downward  in  the  face  of  negative 
supply  shocks,  adverse  movements  in  Europe's  terms  of  trade, 
lower  trend  productivity  growth,  and  high  unemployment.  In  con- 
trast, the  more  corporatist  economies  with  centralized  wage  bar- 
gaining, such  as  Austria  and  the  Nordic  countries,  fared  better 
with  respect  to  unemployment  because  their  labor  market  struc- 
tures exhibit  less  real  wage  rigidity.  The  United  States  labor  mar- 
ket is  also  characterized  by  relatively  little  real  wage  rigidity,  al- 
beit for  different  reasons.  In  the  European  Community,  the  failure 
of  real  wages  to  fall  meant  that  profit  margins  were  squeezed  and 
investment  declined  substantially,  resulting  in  a  long  term  "capital 
cum  jobs  shortage."  For  example,  by  1989,  with  European  Commu- 
nity unemployment  close  to  10  percent,  capacity  utilization  had 
reached  levels  associated  with  previous  cyclical  peaks. 

A  second  factor  is  that,  in  Europe,  workers  are  less  mobile  and 
generally  are  influenced  by  stronger  work  disincentives  than  in  the 
United  States;  these  include  more  generous  unemployment  benefit 
programs,  so  that  similar  economic  shocks  lead  to  longer  spells  of 
unemployment  in  Europe.  Some  have  hypothesized  that  the  supe- 
rior unemployment  performance  of  Austria  and  the  Nordic  coun- 
tries derives  from  the  fact  that  unemployment  benefits  are  of  rel- 
atively short  duration  and  retraining  and  relocation  programs  at- 
tempt actively  to  match  workers  with  jobs. 

A  third  factor  is  that  European  firms  often  face  restrictions  that, 
while  intending  to  protect  workers,  produce  costly  disincentives  to 
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hiring  and  limit  the  number  of  hours  that  individuals  can  work. 
These  restrictions  limit  the  gprowth  of  employment  and  slow  the  re- 
covery of  labor  markets  to  adverse  shocks. 

Finally,  there  is  evidence  that  the  "natural  rate  of  unemploy- 
ment" tends  to  rise  over  time  following  a  prolonged  period  of  unem- 
ployment. This  occurs  for  two  reasons:  Once  individuals  remain  un- 
employed for  some  time,  their  skills  begin  to  atrophy,  making  them 
less  employable  in  the  future,  diminishing  their  incentives  to 
search,  and  eventually  causing  them  to  withdraw  from  the  effective 
labor  force.  In  the  European  Community,  such  long-term  unemploy- 
ment has  increased  dramatically.  Once  individuals  are  out  of  work, 
their  concerns  may  be  ignored  in  union  bargaining  by  those  \vho  re- 
tain their  jobs.  In  this  way,  tight  monetary  and  fiscal  policies  de- 
signed to  lower  inflation  may  have  contributed  to  a  persistent  prob- 
lem of  high  structural  unemployment. 

There  is  a  good  deal  that  the  United  States  can  learn  from  the 
experience  of  the  European  countries.  The  United  States  might 
benefit  from  improved  school-to-work  transition  programs,  worker 
retraining  programs,  and  other  incentives  to  facilitate  job  transi- 
tions. Further,  the  United  States  should  be  aware  of  the  potentially 
costly  side  effects  of  programs  which  reduce  labor  market  flexibil- 
ity— such  as  longer  or  more  generous  unemployment  benefits,  high- 
er minimum  wages,  or  limitations  on  hiring  and  firing.  A  third 
moral  is  that  policies — such  as  deficit  reduction — which  promote 
capital  accumulation,  also  result  in  job  creation  and  reduced  struc- 
tural unemployment  over  the  longer  term.  Low  rates  of  investment 
in  Europe  exacerbated  the  unemployment  problem.  A  final  moral 
of  the  European  experience  is  that  unemployment,  once  it  is  al- 
lowed to  rise,  may  be  highly  persistent  and  difficult  to  reduce,  espe- 
cially if  workers  experiencing  long  spells  of  joblessness  effectively 
withdraw  from  the  labor  market.  This  suggests  the  need  to  avoid 
periods  of  prolonged  unemployment. 

Q.2.  Current  law  prohibits  or  greatly  inhibits  some  financial  serv- 
ice activities  at  bank  holding  companies  including  securities  under- 
writing and  insurance  brokerage.  What  is  your  view  about  relaxing 
existing  constraints? 

A.2.  It  seems  to  me  that  the  question  of  expanded  powers  for  bank- 
ing organizations  requires  the  balancing  of  risks  and  benefits,  i.e., 
increased  risk  of  insolvency,  misuse  of  deposit  insurance,  and  the 
potential  for  conflicts  of  interest,  on  the  one  hand,  and  the  public 
benefits  of  increased  competition,  resulting  in  lower  prices  and  ex- 
panded options,  as  well  as  a  stronger  banking  system,  on  the  other. 
For  securities  underwriting,  my  impression  is  that  the  risks  are 
manageable,  especially  if  capital  positions  are  strong,  and  the  po- 
tential benefits — in  better  terms  for  corporations,  greater  access  to 
capital  markets  for  regional  firms,  and  greater  diversification  and 
efficiency  for  banking  organizations — are  apt  to  exceed  the  costs. 
My  concern  is  that  banks  do  not  misuse  the  safety  net,  either  to 
be  unfair  competitors  or  to  take  excessive  risk,  and  that  safeguards 
are  established  to  limit  the  potential  for  conflicts  of  interest.  On 
balance,  I  believe  that  there  is  a  reasonably  strong  case  for  allow- 
ing bank  holding  companies  to  engage  in  underwriting  through 
separate  subsidiaries,  with  high  capital  requirements,  diligent  su- 
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pervision,  and  reasonable  firewalls.  I  do,  however,  want  to  have  the 
opportunity  to  study  this  issue  in  greater  depth  before  finalizing  a 
position. 

With  respect  to  insurance  brokerage,  I  am  inclined  to  support 
this  activity  for  banking  organizations.  However,  recent  experience 
suggests  that  sales  practices  in  all  agency  transactions  need  to  be 
carefully  managed  at  banks  and  nonbanks  in  order  to  avoid  con- 
flicts of  interest  and  potential  customer  confusion.  But,  insurance 
sales  by  banks,  with  proper  safeguards,  seem  clearly  likely  to  bene- 
fit the  public  in  terms  of  rates  and  convenience  with  virtually  no 
additional  risk  to  banks  and  the  safety  net. 

Q.3.  Current  law  places  a  fairly  sharp  divide  between  commerce 
and  banking.  Some  have  proposed  removing  that  divide  to  permit 
holding  companies  that  contain  both  banking  and  nonfinancial 
business  affiliates.  What  is  your  view  on  that? 

A.3.  The  divide  between  banking  and  commerce  is  motivated  by  a 
number  of  concerns.  Permitting  the  affiliation  of  banks  and  non- 
financial  companies  may  create  incentives  that  affect  the  impartial- 
ity of  the  bank's  credit  judgment  to  the  potential  detriment  of  the 
bank,  unwisely  create  more  firms  considered  "too  big  to  fail"  with 
potential  risks  to  the  Government  safety  net,  provide  the  non- 
financial  company  with  an  unfair  competitive  advantage  over  its  ri- 
vals by  affecting  the  willingness  of  the  bank  to  make  credit  avail- 
able to  those  rivals,  and  lead  to  significant  concentrations  of  re- 
sources and  economic  power.  On  the  other  hand,  several  benefits 
might  accrue  from  permitting  the  integration  of  banking  and  com- 
merce. For  example,  enabling  banks  or  bank  holding  companies  to 
take  significant  equity  stakes  in  nonfinancial  corporations  could,  in 
theory,  promote  the  formation  of  mutually  advantageous  long-term 
relationships  between  banks  and  nonfinancial  borrowers,  with  the 
benefits  from  reduced  information  costs  accruing  both  to  banks  and 
to  corporations — in  the  form  of  a  lower  effective  cost  of  capital. 
Banks  with  equity  stakes  in  companies  might  also  have  greater  in- 
centives to  make  good  financing  decisions.  Unfortunately,  the  em- 
f)irical  evidence  wnich  is  needed  to  assess  either  the  costs  or  al- 
eged  benefits  is  limited,  although  the  experience  of  other  countries 
may  be  relevant. 

As  I  noted  in  response  to  question  2,  the  concerns  that  led  to  the 
divide  between  banking  and  commerce  are  more  easily  addressed 
in  areas  that  are  financial  in  nature,  and  the  benefits  of  statutory 
change  in  the  financial  area  are  clearer,  both  for  the  health  of  the 
banking  system  and  for  the  consumer.  Because  the  tradition  of  sep- 
aration of  banking  and  nonfinancial  companies  is  so  strong  in  this 
country  and  each  diminishment  of  this  divide  seems  difficult  to  re- 
verse, I  believe,  however,  that  permitting  banks  to  affiliate  with 
nonfinancial  businesses  is  a  step  that  we  must  carefully  explore  be- 
fore we  take  it.  I  am  not  opposed,  in  principle,  to  exploring  this 
matter,  but  I  do  not  believe  that  we  are,  as  of  now,  prepared  for 
this  step. 

Q.4A.  Recent  studies  indicate  that  minority  borrowers  are  60  per- 
cent more  likely  to  be  rejected  for  home  mortgage  loans  than  white 
borrowers.  Evidence  suggests  that  Federal  efforts  to  enforce  the 
Fair  Housing  Act  and  Equal  Credit  Opportunity  Act  have  been 
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minimal.  Do  you  believe  the  Fed  has  done  an  adequate  job  in  en- 
forcing fair  lending  laws? 

A-4A.  I  am  aware  that  some  people  consider  the  Fed  insensitive 
in  the  area  of  enforcement  of  the  fair  lending  laws.  Because  I  am 
new  to  the  Fed,  I  am  not  yet  certain  whether  or  not  this  perception 
is  accurate.  Certainly,  the  most  important  piece  of  research  docu- 
menting discrimination  is  an  internal  study  undertaken  by  the 
Federal  Reserve  Bank  of  Boston.  I  also  know  that  the  Fed  has  up- 
graded its  examination  procedures  to  improve  its  detection  of  dis- 
crimination. In  particular,  the  System  has  developed  a  computer- 
ized statistical  model,  patterned  on  the  Boston  Fed  study,  which  is 
used  by  examiners  to  detect  discrimination  in  the  course  of  bank 
examinations.  I  also  understand  that  the  Federal  Reserve  has 
made  major  efforts  to  educate  the  banking  industry  concerning 
their  responsibilities  in  the  fair  lending  area. 

Q.4£.  What  steps  would  you  take  to  improve  the  Fed's  record  in 
this  area? 

A.43.  If  I  am  confirmed,  I  pledge  to  work  to  ensure  that  the  Fed 
vigorously  enforces  the  fair  lending  laws.  I  am  strongly  committed 
to  equal  credit  opportunity  for  all  Americans  regardless  of  race  or 
gender.  Racial  or  gender  discrimination  is  morally  abhorrent,  as 
well  as  a  violation  of  the  law.  Without  equal  access  to  credit,  Amer- 
icans are  not  able  fully  to  participate  in  the  American  economy  and 
to  realize  the  American  dream.  Sometimes  discrimination  is  overt 
and  intended;  sometimes  it  is  covert  and  even  unintended,  but, 
whatever  the  motive,  and  whether  intended  or  not,  it  cannot  be  tol- 
erated. One  concrete  step  that  can  be  taken  is  to  give  careful  con- 
sideration to  the  use  of  testing — applied  selectively  to  institutions 
with  suspected  problems — to  detect  discrimination  in  the  pre-appli- 
cation  stage  of  lending.  I  am  also  inclined  to  encourage  banks  to 
engage  in  self-testing  as  a  way  to  detect  discrimination  which 
leaves  no  paper  trail.  In  this  regard,  however,  there  is  a  potential 
Catch-22  situation  which  may  need  to  be  addressed,  because  banks 
now  risk  having  the  evidence  that  they  collect  through  such  vol- 
untary self-tests  used  by  the  regulatory  agencies  or  the  Justice  De- 
partment in  an  enforcement  action.  Though  the  agencies  have  re- 
cently taken  steps  to  mitigate  this  problem,  it  remains  to  be  seen 
if  these  actions  will  be  enough. 

RESPONSE  TO  WRITTEN  QUESTIONS  OF  SENATOR  RIEGLE 

FROM  JULIE  D.  BELAGA 

Q.l  A.  What  do  you  see  as  the  most  promising  markets  for  U.S.  en- 
vironmental goods  and  services? 

A.1A.  Demand  for  environmental  goods  and  services  is  essentially 
driven  by  governments,  either  directly  through  building  or  upgrad- 
ing infrastructure  services  or  indirectly  through  creating,  imple- 
menting, and  enforcing  environmental  laws  and  regulations.  OECD 
countries  will  probably  continue  to  account  for  the  bulk  of  world- 
wide demand  for  environmental  goods  and  services  in  the  near 
term.  Looking  longer  term,  developing  countries  and  particularly 
emerging  markets  will  begin  to  account  for  a  greater  share  of  the 
demand  for  these  products  and  services. 
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The  TPCC  Environmental  Trade  Working  Group  has  identified 
five  markets/regions  as  the  best  prospects  for  U.S.  companies  sell- 
ing environmental  technologies:  Mexico;  Argentina  and  Chile; 
Central  Europe,  including  Poland  and  the  Czech  Republic;  South 
Korea;  and  the  China  Economic  Area,  including  China,  Hong  Kong, 
and  Taiwan. 

Q.IJB.  How  would  you  specifically  help  U.S.  exporters  of  environ- 
mental goods  and  services  compete  effectively  in  these  markets? 
A.1JB.  The  U.S.  Government,  as  a  whole,  has  tremendous  resources 
to  help  these  companies  and  the  TPCC  Environmental  Trade  Work- 
ing Group  has  developed  a  strategy  to  do  just  that.  Exim  Bank's 
role,  of  course,  is  limited  to  providing  financing.  In  April,  Exim 
Bank  announced  a  new  Environmental  Exports  Program  designed 
to  make  it  even  easier  for  environmental  exporters  to  access  Exim 
Bank  financing.  My  job  will  be  to  ensure  that  the  details  of  that 
initiative  are  widely  communicated  to  the  environmental  industry 
here  in  the  U.S.  and  to  potential  foreign  buyers  overseas.  In  addi- 
tion, I  hope  to  work  with  Exim  Bank's  lending  staff  to  design  cre- 
ative, new  financing  schemes  for  environmental  exporters  if  situa- 
tions arise  where  our  current  programs  don't  adequately  meet  their 
needs. 

Q.2.  One  of  the  goals  of  the  TPCC  is  to  achieve  short-term  growth 
of  U.S.  environmental  exports  through  targeted  advocacy  programs. 
Could  you  describe  what  you  believe  should  be  Exim  Bank's  role 
in  these  advocacy  programs? 

A.2.  When  Government-supported  export  financing  is  a  critical  fac- 
tor in  an  exporter  winning  a  contract,  Exim  Bank  should  be  there 
to  support  them.  I  know  that  Chairman  Brody  is  committed  to  re- 
sponding quickly  to  requests  from  environmental  exporters  and, 
when  necessary,  to  developing  creative  ways  within  the  limits  of 
the  OECD  arrangements  for  Exim  Bank  to  support  U.S.  bidders. 
The  Bank  is  planning  a  major  outreach  program  to  the  environ- 
mental industry.  These  companies  need  to  know  that  Exim  Bank 
is  serious  about  helping  them  export  their  technologies  and  services 
and  that  Exim  Bank  can  assist  them  in  getting  loans  and  insur- 
ance commitments  quickly. 

Q.3  A.  Another  goal  of  the  TPCC  is  for  longer-term  growth  of  U.S. 
environmental  exports  through  market  development  that  targets 
exports  to  developing  countries  and  middle-income  markets.  What 
do  you  see  are  the  specific  needs  of  these  markets? 
A.3A.  Different  countries  have  different  environmental  needs.  The 
TPCC  Environmental  Trade  Working  Group  is  drafting  specific  ac- 
tion plans  for  the  top  five  environmental  technology  markets  which 
will  specifically  identify  each  market's  needs,  the  best  opportunities 
in  those  markets,  and  how  best  to  focus  U.S.  Government  re- 
sources. In  general,  however,  it  is  clear  that  emerging  market  coun- 
tries are  focusing  on:  (1)  improving  their  water  and  wastewater  in- 
frastructure; (2)  treating  solid  and  hazardous  waste;  and  (3)  reduc- 
ing toxic  air  emissions.  The  fast-growing  power  needs  in  emerging 
markets  also  could  present  opportunities  for  sales  of  alternative  en- 
ergy systems  and  cleaner  power  projects. 
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Q.3.B.  What  new  Exim  Bank  initiatives  are  needed  to  help  U.S. 
businesses  penetrate  these  emerging  markets? 

A.3JB.  Exim  Bank  has  recently  announced  a  new  Environmental 
Export  Program  which  applies  to  loans,  guarantees,  and  insurance. 
It  is  now  important  for  Exim  Bank  to  aggressively  market  and  im- 
plement that  new  program.  As  the  Bank  goes  through  that  process, 
it  will  also  be  important  to  closely  monitor  whether  other  new  ini- 
tiatives are  needed  to  more  effectively  meet  the  needs  of  environ- 
mental exporters. 

RESPONSE  TO  WRITTEN  QUESTIONS  OF  SENATOR  MURRAY 

FROM  JULIE  D.  BELAGA 

Q.l.  The  State  of  Washington  is  brimming  with  exporters  eager  to 
trade  with  Vietnam.  What  issues  must  be  addressed  and  what 
steps  must  be  taken  before  the  Exim  Bank  will  be  able  to  provide 
financing  for  U.S.  exports  to  Vietnam? 

A.I.  Before  Exim  Bank  can  provide  any  financing  support  for  U.S. 
export  sales  to  the  Republic  of  Vietnam,  all  statutory  prohibitions 
have  to  be  removed.  Restrictive  measures  are  contained  in  the  fol- 
lowing statutory  legislation.  Under  2(b)(2)(a)  of  Exim  Bank's  char- 
ter, Exim  Bank  is  prohibited  from  doing  business  in  any  Marxist- 
Leninist  country,  or  with  any  agency  or  national  thereof.  Vietnam 
is  one  of  the  countries  included.  Exim  Bank  may  do  business  in  a 
Marxist-Leninist  country  if  the  President  determines  it  is  in  the 
national  interest.  In  addition,  under  the  Foreign  Operations  and 
Related  Programs  Appropriations  Act,  Exim  Bank  is  prohibited 
from  supporting  exports  to  certain  countries,  including  Vietnam. 
Finally,  Exim  Bank  is  precluded  from  providing  any  support  for 
U.S.  exports  under  Title  IV  of  the  Trade  Act,  which  prohibits  Exim 
Bank  from  doing  business  in  nonmarket  economy  countries.  This 
provision  is  subject  to  certain  Presidential  waivers  and  determina- 
tions regarding  assurance  on  fi-eedom  of  emigration. 

If  all  legal  restrictions  are  removed,  Exim  Bank  will  then  turn 
to  the  Inter-agency  Country  Risk  Assessment  System  ("ICRAS"), 
which  is  chaired  by  the  Office  of  Management  and  Budget  ("0MB"), 
for  public  and  private  sector  risk  ratings.  These  risk  ratings  deter- 
mine the  subsidy  level  which  Exim  Bank — and  all  U.S.  agencies — 
must  charge  for  loans,  guarantees,  and  insurance  in  a  country.  In 
the  past,  Exim  Bank's  Board  of  Directors  has  used  the  same  ICRAS 
rating  to  determine  the  level,  if  any,  of  Exim  Bank  support  and  the 
appropriate  fees.  This  same  procedure  and  practice  will  likely  be 
followed  in  the  case  of  Vietnam. 
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can  economy.  We  spend  only  11  percent  of  ouri 
income  on  imports,  which  means  a  10  percent! 
dechne  in  the  dollar  will  raise  domestic  prices  by  I 
about  1  percent.  J 

To  justify  grave  worries  about  the  dollar,  for-i 
eign  exchange  markets  must  go  into  a  free  fall| 
that  dnves  the  dollar  much,  much  lower  than  its| 
current  level  —  say,  to  75  yen  or  to  1.3  marks.  lsi 

this  likely?  .   ', 

I 

THE  answer  is  no.  One  can  never  rule  out! 
manias  and  panics  in  financial  markets,  of| 
course,  but  the  intemaiiona!  markets  containi 
many  level-beaded  investors  who  are  prepared  toj 
ride  out  a  short-run  storin  for  a  long-run  sure 
thing. 

And  a  dollar  that  weak  would  be  a  sure  thing.' 
After  all,  in  the  long  run  exchange  rates  strongly 
affect  nations'  ability  to  sell  goods  and  services  to 
other  countnes.  If  the  financial  markets  make  the 
dollar  so  inexpensive  that  the  United  States  has  a 
huge  cost  advantage  in  just  about  everything,  then 
sooner  or  later  market  realities  will  force  the 
dollar  back  up  again. 

Indeed,  most  peoy]e  who  do  cost  and  price 
comparisons  think  the  United  States  is  in  a  very 
strong  position  even  at  current  rates.  A  much 
weaker  dollar  would  almost  surely  bring  in  invest- 
ors willing  to  bet  on  eventual  capual  gains  when  . 
the  currency  recovers.  In  turn,  the  inflow  of  capi- 
tal from  these  investors  would  prevent  the  doUajr 
from  falling  further. 

So,  is  there  anything  to  be  worried  about?  Yes. 
For  while  the  markets  will  not  abort  the  recovery, 
the  policy  makers  might  , 

The  clear  and  present  danger  is  that  the  Federal 
Reserve  will  overreact  to  the  declining  dollar, 
raising  interest  rates  to  stabilize  our  currency  at 
the  expense  of  the  domestic  economy.  Most  indica- 
tions are  that  the  Fed  knows  better  —  that  Ameri- 
ca's central  bankers,  unlike  their  counterpans  in 
many  other  countries,  understand  that  the  ex- 
change rate  is  only  a  statistic,  not  a  symbol  of 
national  honor  and  vinlity. 

But  that  view,  sensible  though  il  is.  may  be  hard 
to  maintain  if  the  dollar  should  take  another  sharp 
plunge.  .  ■ 
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AN     INDEPENDENT     NEWSPAPER 


It  s  the  Yen  That 's  Out  of  Control 


As  AN  EXAMPLE  of  political  cynicism,  the 
new  Japanese  government  is  breathtaking. 
It's  cobbled  together  from  the  opposites  of 
right  and  left — the  most  obdurate  elements  of  the 
collapsing  Liberal  Democrauc  (that  is,  conservative) 
Party  and  their  longtime  adversaries  the  Socialists. 
The  incoming  prime  minister,  Tomiichi  Murayama, 
has  spent  his  entire  career  in  the  opposition  support- 
ing pacifism,  neutralism  and  other  ideas  that  his 
current  partners  had  always  derided  as  neither 
realistic  nor  safe.  Some  Japanese  say  that  the  people 
in  the  new  government  have  nothing  in  common 
beyond  a  yearning  for  power,  but  that's  not  quite 
true.  There's  one  other  thing — hostility  to  the 
electoral  reforms  enacted  earlier  this  year. 

Both  of  these  long-established  parties.  Liberal 
Democrats  and  Socialists,  know  that  Japanese  soci- 
ety is  changing  in  ways  that  do  not  favor  them.  The 
reforms,  and  particularly  the  sweeping  redistrict- 
ing  that  they  impose,  would  shift  influence  to 
voters  who  are  younger,  better  educated,  less 
tolerant  of  y^litical  corruption  and  perhaps  less 
content  with  Japan's  constrained  standard  of  living. 
To  call  this  government  instable  is  to  put  it 
mildly.  It  arrives  at  a  time  when  the  country's 
economy  is  already  under  great  strain,  and  the 
absence  of  firm  leadership  may  prove  expensive. 
The  rapid  rise  of  the  yen's  exchange  rate  is  not  a 
sign  of  health,  but  precisely  the  opposite. 


Americans  have  been  wondering  why  their  ovm 
currency  seems  to  be  falling  at  a  time  when  the 
economy  here  is  performing  well.  Now  it's  beginning 
to  be  clear  that  the  dollar  isn't  falling.  It's  down  a 
little  against  some  currencies,  up  a  little  against 
others,  and  trading  in  normal  ranges  against  all  but 
one — ^Japan's.  It's  the  yen  that's  out  of  control. 

Japan  is  running  a  big  trade  surplus  that  can 
continue  only  as  long  as  it  can  balance  that 
surplus  with  an  outflow  of  capital — in  effect, 
lending  its  customers  the  money  to  keep  buying. 
For  many  reasons,  most  of  them  related  to  a  long 
recession  and  the  fragile  condition  of  the  Japa- 
nese banking  system,  the  outflow  has  dropped. 
The  result  is  a  yen  shortage,  and  the  yen's 
exchange  rate  is  rising.  That  threatens  to  throw 
Japan  back  into  a  further  and  deeper  recession, 
because  the  high  exchange  rate  is  making  Japan's 
exports  expensive  and  uncompetitive. 

It's  a  bad  time  to  have  a  government  entirely 
preoccupied  with  parliamentary  infighting.  Ja- 
pan's fnends,  of  whom  there  are  many  in  this 
country,  must  hope  that  the  Murayama  govern- 
ment proves  to  be  only  a  brief  transition  to 
something  sturdier  and  better  able  to  make  the 
sharp  changes  in  policy  that  Japan  will  need  in  the 
gathering  economic  emergency. 
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Treasury  Official 
Plays  Down  Pull 
Of  Inflation  Fear 


Undersecretary  Contends 
Other  Factors  Burden 
The  Dollar  Even  More 

ECONOMY 

By  LuciNDA  Harper 

Staff  Reporter  o/TiiK  Wall  SxtiFhrT  Julrnal 

WASHLNGTON-The  Treasury's  top  in- 
ternational official  tried  to  quell  the  idea 
that  fears  of  future  price  increases  are 
behind  the  dollar's  unwelcome  weakness, 
and  he  reiterated  the  administration's 
hopes  that  the  currency  will  strengthen. 

"The  cause  of  recovery  in  the  United 
States  and  global  recovery  would  be  better 
served ...  by  a  stronger  dollar,"  Treasury 
Undersecretary  Lawrence  Summers  said. 
"A  decline  in  the  dollar  has  potentially 
adverse  consequences  for  confidence.  It 
has  potentially  adverse  consequences  for 
long-term  investment.  It  has  potentially 
adverse  consequences  for  the  dollar's  cen- 
tral role  in  the  monetary  system." 

Mr.  Summers's  words,  coupled  with 
jawboning  by  German  officials,  caused  the 
dollar  to  rise  sharply  against  the  mark  and 
by  a  lesser  amount  against  the  yen.  The 
dollar's  gains  calmed  the  bond  market. 
Stocks  rose.  (See  article  on  page  CD. 

In  contrast  to  comments  earlier  this 
week  by  Federal  Reserve  Chairman  Alan 
Greenspan,  Mr.  Summers  told  the  Senate 
Banking  Committee:  "Of  the  various  fac- 
tors that  have  been  relevant  to  currency 
fluctuations,  I  would  not  assign  a  high 
weight  to  inflation  expectations."  Appear- 
ing before  the  same  committee  on  Wednes- 
day, Mr.  Greenspan  described  the  weak 
dollar  as  a  sign  that  inflationary  expecta- 
tions in  financial  markets  are  rising. 

Mr.  Summers  blamed  the  drop  in  the 
dollar  on  improved  prospects  of  recovery  in 
Europe,  which  have  strengthened  the  Ger- 
man mark,  and  the  concern  that  the  new 
government  in  Japan  may  not  be  able  to 
deal  with  its  current-account  surplus.  "The 


dollar  has  in  fact  been  stable  when  you  look 
at  its  relationship  with  the  currencies  of  all 
major  trading  partners,"  Mr.  Summers 
added;  the  U.S.  dollar  has  been  particu- 
larly strong  against  the  Canadian  cur- 
rency. 

The  Treasury  official  blamed  rising 
credit  demands,  rather  than  inflation  ex- 
pectations, for  the  increase  in  long-term 
bond  yields  around  the  world. 

Both  Mr.  Summers  and  his  boss.  Trea- 
sury Secretary  Lloyd  Bentsen,  yesterday 
voiced  skepticism  about  a  plan  floated  by 
an  independent  commission  headed  by 
former  Fed  Chairman  Paul  Volcker  that 
would  re-establish  a  system  of  tighter  ex- 
change-rate bands,  with  the  International 
Monetary  Fund  guarding  the  stability  of 
the  system. 

"In  theory  it's  a  good  idea.  In  practice, 
it's  much  more  difficult  than  it  first  might 
appear,"  Mr.  Bentsen  said  at  a  State 
Department  conference.  Senior  officials 
from  Germany  and  Japan  similarly  criti- 
cized the  proposal. 

Mr.  Summers  yesterday  pointed  out 
that  while  currency  fluctuations  can  be  an 
irritation  in  the  global  economy,  they 
aren't  as  extreme  as  they  used  to  be. 
Charts  of  dollar  moves  in  the  mid-1980s 
"look  like  the  Himalayas,"  he  said,  while 
movements  in  recent  years  "resemble  the 
rolling  hills  of  Yorkshire."  The  Treasury 
disclosed  in  a  report  to  Congress  yesterday 
that  the  U.S.  government  used  about  S2.7 
billion  of  its  reserves  of  marks  and  yen 
in  an  attempt  to  boost  the  dollar  in  April 
and  June. 

Mr.  Summers  also  said  yesterday  that 
the  Treasury  has  concluded  that  China  is 
"significantly"  understating  its  exports 
and  is  still  manipulating  its  foreign-ex- 
change systems.  .Mr.  Summers  said  the 
administration  will  continue  to  negotiate 
to  get  China  to  stop  the  manipulation,  and 
use  leverage  from  negotiations  at  the 
General  Agreement  of  Tariffs  and  Trade. 


70 


BOSTON  PUBLIC  LIBRARY 


3  9999  05705  7976 


71 

New  Jobless 
Claims  Rise 

WASHINGTON,  July  21  (Reuters) 
—  The  number  of  Americans  filing 
new  claims  for  stale  jobless  benefits 
shot  up  last  week,  the  Government 
said  today,  but  analysts  shrugged  off 
the  sharp  gain  as  attributable  to  tem- 
porary layoffs  in  the  auto  industry. 

The  Labor  Department  said  new 
claims  for  state  unemployment  bene- 
fits in  the  week  ended  Julv  16  climbed 
to  392,000  from  a  revised  365,000  the 
prior  week,  putting  them  at  the  high- 
est level  since  408,000  in  late  January. 

The  number  far  exceeded  Wall 
Street  economists'  forecasts  of 
358,000  new  claims  in  the  week. 

The  average  climbed  to  363,500  in 
the  week  ended  July  16  from  a  re- 
vised 353,500  the  prior  week. 
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Clinton  Helps  Raytheon 
Win  Brazilian  Contract 

.4  Billion  Satellite  Project  Goes  to  U.S. 


By  Peter  Behr 

Washington  Pes!  Suif  Wnter 


A  personal  appeal  by  President 
Clinton  to  the  government  of  Bra2il 
helped  Raytheon  Co.  yesterday  win 
a  contract  to  develop  a  $1.4  billion 
environmental  satellite  project,  beat- 
ing out  competition  from  a  French 
firm. 

The  Amazon  Surveillance  System, 
or  SIVAS,  will  be  the  largest  of  its 
kind  in  the  world,  permitting  ad- 
vanced environmental  rrionitoring  of 
the  Amazon  region,  an  area  half  the 
size  of  the  contiguous  United  States, 
according  to  Raytheon's  vice  presi- 
dent, Elizabeth  .^llen. 

Commerce  Secretary  Ronald  H. 
Brown  said  yesterday  he  had  person- 


ally lobbied  for  the  Raytheon  bid 
during  a  recent  trip  to  Brazil,  '^vith 
every  Brazilian  leader  I  met,  from 
the  president  down."  He  ssid  Clinton 
followed  up  with  a  letter  to  Brazilian 
leaders  urging  that  Raytheon  be 
chosen. 

It  was  the  second  major  foreign 
contract  won  by  U.S  companies  fol- 
lowmg  intervention  by  Clinton  and 
Brown.  Earlier  this  year,  U.S.  air- 
craft manufacturers  were  chosen  by 
Saudi  Arabia  for  a  $6  billion  jetliner 
order. 

In  pushing  hard  for  big  contracts 
for  American  firms,  the  Clinton  ad- 
ministration argues  that  it  is  simply 
matching  the  mercantilist  tactics 
that  have  been  used  for  decades  by 
See  BRAZIL,  D5,  CoL  3 


Presidential  Appeal  Helps 
Ra\lheon  Win  Brazilian  Bid 


BRAZIL,  From  Dl 


Europe  and  Japan.  But  in  the  pro- 
cess, the  administration  may  under- 
cut its  arguments  against  subsidies 
to  exporters. 

A  key  to  Raytheon's  selection  was 
a  financing  commitment  from  the 
U.S.  Export-Import  Bank,  which 
provides  loan  guarantees  and  credit 
insurance  on  foreign  projects  that 
create  exports  for  U.S.  firms,  admin- 
istration officials  said.  The  French 
bid  was  supported  by  France's  ex- 
port credit  agency,  COF.'\CE,  ac- 
cording to  an  Export-Import  Bank 
official. 

Details  of  the  Export-Import  Bank 
package  were  not  available.  The 
subsidy  cost  to  the  bank  would  be  in 
the  tens  of  millions  of  dollars,  an  offi- 
cial said. 


The  contract  "signals  the  return 
of  the  United  States  to  the  Brazilian 
scene  in  big  economic  projects."  said 
a  Brazilian  official.  "It  has  been  ab- 
sent for  many  years." 

From  a  U.S.  perspective,  Brazil 
has  lagged  behind  Mexico  and  other 
Latin  .\merican  countries  in  its  ef- 
forts to  control  inflation,  privatize 
state-owned  firms  and  admit  foreign 
investment,  but  there  has  been 
progress  on  several  areas  of  trade 
friction  recently. 

The  Raytheon  contract  will  pro- 
vide satellite  and  aircraft  sensing,  air 
traffic  control,  weather  radar  and 
momtonng  systems  and  software. 

Officials  said  the  system  would 
permit  surveillance  of  suspected 
drug  shipments  by  air  in  the  region. 
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